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December 7, 2007

The Honorable Chairman and Members of the Fl R-ED
Public Utilities Commission of the State of Hawaii
465 South King Street, First Floor DEC -7 2007

Honolulu, Hawaii 96813 ‘
Public Utilities Commission

Dear Commissioners:

Subject: Docket No. 2006-0387
MECO 2007 Test Year Rate Case — Stipulated Settlement Letter

This letter documents certain agreements between Maui Electric Company, Limited
(“MECO” or “Company”), and the Division of Consumer Advocacy of the Department of
Commerce and Consumer Affairs (“Consumer Advocate”) (collectively referred to as the
“Parties”) regarding matters in this proceeding. Exhibit 1 documents the agreements reached by
the Parties on the issues in this proceeding.

The agreements set forth in Exhibit 1 to this letter are for the purpose of simplifying and
expediting this proceeding, and represent a negotiated compromise of the matters agreed upon,
and do not constitute an admission by any party with respect to any of the matters agreed upon
herein. The Parties expressly reserve their right to take different positions regarding the matters
agreed to herein in other proceedings.

The Parties agree that the rate changes specifically set forth in this Stipulated Settlement
result in just and reasonable rates for MECO’s regulated electric operations. The Parties shall
support and defend this Stipulated Settlement before the Commission. If the Commission adopts
an order approving all material terms of this Stipulation, the Parties will also support and defend
the Commission’s order before any court or regulatory agency in which the order may be at
issue. If the Commission does not issue an order adopting all material terms of this Stipulated
Settlement, any or all of the Parties may withdraw from this Stipulation, and such Party or
Parties may pursue their respective positions on MECO’s application without prejudice. For the
purposes of this Stipulated Settlement, whether a term is material shall be left to the discretion of
the Party choosing to withdraw from the Stipulation.
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By Order No. 23496, filed June 19, 2007, the Commission approved the Stipulated
Procedural Order submitted by the Parties on May 24, 2007, with modifications, and by letter
dated August 24, 2007, the Commission granted the Parties’ request to modify the schedule of
proceedings. By letter dated November 19, 2007, MECO requested that the Commission
suspend the remaining steps in the procedural schedule, pending the filing of settlement letters
executed by MECO and the Consumer Advocate. By letter dated November 30, 2007, the
Commission approved MECO’s request to suspend the remaining steps in the procedural
schedule, provided that the Parties’ Joint Settlement Letter and MECO’s Statement of Probable
Entitlement are excluded from the suspension. The remaining steps in the schedule include:

Consumer Advocate Responses to MECO Information Requests (“IRs”}
Settlement Proposal to Consumer Advocate

Settlement Discussion

MECQO Rebuttal Testimonies, Exhibits, and Workpapers

Consumer Advocate Rebuttal IRs (*RIRs”) to MECO

Parties Joint Settlement Letter

Prehearing Conference

MECO responses to Consumer Advocate RIRs

. Evidentiary Hearing

10. Statement of Probable Entitlement

11. Consumer Advocate Response, if any, to Statement of Probable Entitlement
12. Simultaneous Opening Briefs

13. Simultaneous Reply Briefs

W N kWD~

The Parties agree that (a) steps 2, 3 and 6 have been completed, (b) this settlement has
eliminated the need for steps 1,4, 5,7, 8,9, 11, 12 and 13, (¢) the Parties will submit the
Statement of Probable Entitlement that reflects the revenue requirement based on the terms of the
settlement by separate transmittal. The revenue requirement will set forth the consolidated, and
island by island results of the settlement reached by the Parties.

Under §91-9(d) of the Hawaii Revised Statutes: “Any procedure in a contested case may
be modified or waived by stipulation of the parties and informal disposition may be made of any
contested case by stipulation, agreed settlement, consent order, or default.” As a result of this
settlement, the Parties: (1) agree that all of the written testimonies (and exhibits, workpapers,
updates and responses to information requests related to such testimonies and updates) in this
docket may be submitted without the witnesses appearing at an evidentiary hearing, (2) maintain
that 1t is not necessary to have an evidentiary hearing in this docket, and request that the
evidentiary hearing in this docket be canceled, and (3) acknowledge that all identified witnesses
are subject to call at the discretion of the Commission, and witnesses called by the Commission
shall be subject to cross-examination upon any testimony provided at the call of the Commission.
The Parties also agree to waive their rights to (a) present further evidence on the issues, except as
provided herein and (b) conduct cross-examination of the witnesses. This waiver shall not apply
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where a Party deems it to be necessary to respond to evidence or argument resulting from the
examination of witnesses or questions asked by the Commission.

The Parties agree that the amount of the Rate Increase to which MECO is probably
entitled under §269-16(d) of the Hawaii Revised Statutes is $13,222,000 over revenues at present
1
rates.

The agreement that is reflected in the instant document is intended to provide MECO
with timely rate relief through the Commission’s authorization of the stipulated interim rate
increase.

Sincegel .
z Y, :
f5

‘{'William A. Bonnet

Vice President
Enclosure
o Division of Consumer Advocacy
Ta\rm, Slimura
Rib Km
Concurred:

Catherine P. Awakuni

Executive Director

Division of Consumer Advocacy

Department of Commerce and Consumer Affairs

' MECO’s present rates are those currently effective in its tariffs and are primarily the result of Amended Decision
and Order No. 16922 issued April 6, 1999 in Docket No. 97-0346, which utilized a 1999 test year.
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DOCKET NO. 2006-0387
MECO 2007 TEST YEAR RATE CASE

AGREEMENTS REACHED BETWEEN MECO AND THE CONSUMER ADVOCATE

SALES FORECAST AND REVENUES

1. Sales and Number of Customers
In its direct testimony, Maui Electric Company, Limited (“MECO” or “Company’’)
explained that the Company’s test year 2007 sales estimate was based on the MECO
Sales and Peak forecast formally adopted in July of 2006. This sales forecast was based
on a series of key assumptions derived from: (a) MECQ’s assessment of the economic
outlook, known changes and future projects planned by significant customers, and
(b} MECO’s own historical customer and electricity use data. The results of five
different forecasting methodologies were used to develop various elements of the
Company’s rate case customer count and KWH sales level projections by island for each
customer class. The Company’s test year projections were then compared to historical
data for each island. (See MECO-T-2, pages 4-7 and MECO-201 - 204.)

MECO’s total test year sales and customer count projections on a consolidated and island
by island basis are as follows:

Customer Count MWH Sales Source
Maui Division 60,694 1,212,929.0 MECO-201, page 2
Lanai Division 1,606 29,7794 MECO-201, page 3
Molokaj Division 3,141 36,5482 MECO-201, page 4
Total Company 65,441 1,278,256.6* MECO-201, page |

* In presenting the MWH sales on MECO 201, page 1, MECO inadvertently did not
recognize the 1,000 MWH normalization adjustment to Schedule P that is
reflected on page 2 of MECO 201 for the MECO Division. Thus, the total MWH
sales on a consolidated and MECO Divisional basis should be increased by 1,000
MWH. However, no adjustment is required to correct this inadvertent error
because in computing the Company’s test year revenue projections at present and
proposed rates, MECO included the additional 1,000 MWH in the Schedule P
sales for the Maui Division. As a result, the revenues associated with the 1,000
MWH normalization adjustment are reflected in the Company’s test year revenue
projections. (See MECO WP-302, page 113 of 150)

In its written testimony, the Division of Consumer Advocacy (“Consumer Advocate” or
“CA”) stated that based on its analysis of the information provided by MECO in the
Company’s updated response to CA-IR-209, the actual test year 2007 sales volumes
through August appeared to be tracking very closely to the projected test year levels.
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Thus, the Consumer Advocate determined that the Company’s test year forecast appeared
reasonable and did not propose an adjustment to the test year sales or customer count
projections.

As a result, the Parties agreed to base the test year revenue requirement at present and
proposed rates on the test year projections proposed by MECO.

ELECTRIC SALES REVENUES

2.

Electric Sales Revenues at Present and Proposed Rates

The test year electric sales revenues at present rates are derived by muitiplying the test
year sales projections for each rate schedule by the current and proposed tariff rates. The
projected revenues at present rates also include the revenues derived from the assessment
of the Firm Capacity Surcharge and the Energy Cost Adjustment Clause (“ECAC”) factor
to reflect the monies collected to recover changes in fuel cost from the amount that was
recognized in MECQ’s last rate proceeding.

In its direct testimony, using the sales projections presented by MECO T-2 and the
ECAC factors presented in MECO-1904, MECO-1909, and MECO-1911, MECO
calculated the following test year 2007 electric sales revenue at present rates and
proposed rates. MECO’s test year revenues at proposed rates are derived from MECQO’s
proposed test year rate base, return on rate base, and expenses.

Electric Sales Revenues
MECO Test Year Estimate
Present Proposed Source
Maui Division $333,075,200 $350,632,500 MECO-301
Lanai Division $10,066,700 $10,597,400 MECO-301
Molokai Division 512,631,400 $13,297,300 MECO-301
Total Company $355,773,300 $374,527,200 MECO-301

The revenue for each customer class was presented on MECO-302 through MECO-304.
The derivation of the projected revenues is shown on MECO-WP-302 through
MECG-WP-304. The ECAC factors applied by MECO to the Company’s test year sales
projections are: $.13954 per kwh, $.13913 per kwh and $.15774 per kwh for the Maui,
Lanai and Molokai Division, respectively.

In 1ts written testimony, the Consumer Advocate recommended the following revenue
projections for the 2007 test year.

Electric Sales Revenue
Consumer Advocate Test Year Estimate

Present Revenues (D00s) | Source

Maui Division

$332.916,000 CA-102, Schedule C, page |
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Lanai Division

$10,067,000

CA-103, Schedule C, page |

Molokai Division

$12,631,000

CA-104, Schedule C, page 1

Total Company

$355,614,000

CA-101, Schedule C, page |

The difference in the test year revenue projections at present rates is attributed to two
differences. First, MECO inadvertently failed to revise the Company’s test year revenue
projection in the June 2007 update to account for the revenues associated with two
customers that had executed contracts as of December 31, 2006 to receive service under
the Maui Division's Schedule J, Rider T. As a result, the Consumer Advocate proposed
an adjustment of $1,400 1o reflect the reduced revenues associated with these two
customers using the information provided by MECO as the basis for the adjustment. (See
CA-T-3, pages 5-7, CA-101, Schedule C-2 and MECO's response to CA-IR-206,

pages 2-3.) Second, the Consumer Advocate recommended the application of the
following ECAC factors: (a) $.13941 per kwh for Maui Division, (b) $.13913 per kwh
for the Lanai Division, and (c) $.15774 per kwh for the Molokai Division. (See CA-201,
pages 1 through 3.) The As lower ECAC factor for the Maui Division resulted in a
downward adjustment to the Company’s test year revenue projection at present rates.

During the settlement discussions, MECO accepted the Consumer Advocate’s proposed
adjustment for the Maui Rider T participation since the Company acknowledged in
response to CA-IR-206 that the test year revenues for the Maui Division should be
revised to recognize the reduced revenues associated with the two customers on Schedule
J, Rider T. In addition, as discussed in paragraph 5 below, the Parties have agreed to use
the results of MECO’s production simulation model, resulted in the Parties agreeing to
use the ECAC factors set forth in MECO’s direct testimony for purposes of calculating
the 2007 test year revenues at present rates. The table below reflects the Parties’
agreement on the test year consolidated electric sales revenue projection at present and

proposed rates.

Electric Sales Revenue
Settlement Test Year Estimate

Present Proposed* Source

Maui Division

$£333,074,000 | $343,062,000

Statement of Probable Entitlement,
Exhibit 2, page |

Lanai Division

$10,067,000 $11,921,000

Statement of Probable Entitlement,
Exhibit 3, page |

Moleckal Division

$12,631,000 $13,792,000

Statement of Probable Entitlement,
Exhibit 4, page 1

Total Company

$355,772,000 | $368,775,000

Statement of Probable Entitlement,
Exhibit 1, page 1

* The proposed revenues shown here are based upon revenue requirements at equal
rates of return for each Division. As noted in paragraph 33 below, MECO and the
Consumer Advocate are addressing cost of service/rate design issues separately
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and intend to make a later submission covering these subjects. It is expected that
the proposed revenue distribution among divisions will not strictly apply cost of
service results and will, therefore, not result in proposed revenues for Lanai and
Molokai as large as are presented here.

OTHER OPERATING REVENUES

3.

Other Operating Revenues at Present and Proposed Rates
The test year projection for Other Operating Revenues represent the monies collected in

accordance with MECO’s: (a) Tariff Rule No. 8 (specifically, field collection, returned
check and late payment charges) (i.e., Account No. 450); (b) Tariff Rule No. 7 (service
establishment charges) and Tariff Rule No. 12 (temporary facilities charges)

(i.e., Account No. 451),; and (c) rental of electric properties (street light fixtures, poles
and transformers) (i.e., Account No. 454),

In its direct testimony, MECO’s projected consolidated test year Other Operating
Revenues at present and proposed rates was $1,535,000 and $1,759,000, respectively.
The Company’s projections were based on either recorded averages, historical trends,
adjusted for special situations, or recent changes that will result in material impacts. (See
MECO T-7, page 49-50 and MECO-712.)

In its direct testimony, the Consumer Advocale accepted the Company’s consolidated test
year estimate of $1,535,000 at present rates (CA-101, Schedule C) because the Consumer
Advocate concluded that such amounts were reasonable based on the Consumer
Advocate’s analysis of MECQO'’s projection (see CA-T-3, page 9).

The Company’s projection of $1,759,000 at proposed rates (consolidated), however,
required adjustment to reflect, for certain of the Company’s proposed tariff changes, the
projected Other Operating Revenues associated with the Consumer Advocate’s test year
revenue requirement recommendation for each Division. For example, at Schedule A-1
of CA-101 through CA-104, the Consumer Advocate calculated the late payment fee at
proposed rates using a 1.1507% rate for all islands, based on the percentage rate in
MECO-WP-2001, page 26 applied to the Consumer Advocate’s recommended test year
revenue requirement for each Division. Furthermore, the Consumer Advocate found
reasonable certain of MECO’s proposed tariff changes. (See discussion in CA-T-5,
pages 57 through 58.) As a result, the Consumer Advocate proposed to increase the
Company’s consolidated test year Other Operating Revenue projection at present rates by
$224,000 to reflect the proposed amounts in the Consumer Advocate’s test year revenue
requirements.

During the settlement discussions, MECO explained that in calculating the Company’s
test year revenue requirements, the late payment fees were based on specific percentages
for each Division (i.e., 0.09%, 0.1 1% and 0.17% for the Maui, Lanai and Molokai
Division, respectively). Based on this representation, the Consumer Advocate agreed to
use the island specific late payment charge percentage factors in place of the fixed
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percentage of 1.1507% to more accurately account for late payment revenues at proposed
rates for each island. As a result, the Parties agreed to compute the late payment fees at
proposed rates for the test year by multiplying a late payment charge factor of 0.09% for
the Maui Division, 0.11% for the Lanai Division, and 0.17% for the Molokai Division as
proposed by MECO (see MECO T-7, page 55). In addition, the Parties agreed that the
balance of the other operating revenue (excluding late payment fees) at proposed rates
will include an increase of $207,000 over present rates for the increase in the field
collection charge, returned check charge, service establishment charge and reconnection
charge.! The result is a consolidated test year revenue projection at proposed rates of
$1,754,000, consisting of $1,585,000 for the Maui Division, $47,000 for the Lanai
Division and $122,000 for the Molokai Division.

EXPENSES

FUEL AND PURCHASED POWER EXPENSE AND RESULTING ECAC REVENUES AT

PRESENT RATES AND COMPLIANCE WITH ACT 162

4, The table below reflects the test year consolidated fuel oil, fuel related and purchase
power expense projections set forth by MECO and the Consumer Advocate in written
testimony. The amounts reflected the results of a production simulation model used by
MECO and the Consumer Advocate to determine the optimal dispatch of available
generation to meet the test year energy requirements. The energy requirements represent
the energy needed to produce the test year sales projection, company use projection and
losses in the transformation and delivery.

MECO Consumer Advocate
Direct Direct Difference YaDifference

ECAC Revenues $179,160.000 $179,003,000 $ (157,000) -0.09%

Fuel Oil Expense $175,545,000 $179,292,000 $(653,000) -0.36%

Fuel Related Expense $520,000 $519,000 $(1,000) -0.19%

Total Fuel Expense $180,465,000 $179,811,000 $(654,000) -0.36%

Purchase Power Expense $33,982,000 $33,988,000 $6,000 0.02%

Reference: MEC(-401; MECO-507, CA-201; CA-101, Schedule C-3; MECO T-3, Antachment 1.

Both MECO and the Consumer Advocate used the same inputs and production simulation
program (P-Month) to derive their respective test year fuel oil and related fuel expense
and purchase power projections. However, since the Consumer Advocate used a
different version of P-Month, the Consumer Advocate’s resulis differed slightly from
MECO as noted in the above table.

See MECO-712, page 1. $1,759,000 - $1,535,000 = $224,000 - ($313,000 - $296,000) = $207,000.
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Fuel Oil and Fuel Related Expense

The test year fuel oil expense represents the costs of operating the Company’s generation
as determined in the production simulation model. The amount is derived by multiplying
the estimated test year fuel consumption (in barrels) at each of MECO’s generating plants
by the fuel prices for each type of fuel consumed at the plant.

During the settlement discussions, MECO and the Consumer Advocate agreed to use
MECO’s production simulation results since MECQO’s model has been customized to
better reflect the actual operations of the Company. Based on this agreement, the Parties
agreed that the test year estimate of fuel expense, including fuel oil expense and fuel
related expense is $180,465,000 for MECO consolidated, including $167,037,000 for the
Maui Division, $6,175,000 for the Lanai Division, and $7,253,000 for the Molokai
Division. (See MECQ-401.)

Purchased Power Expense

As noted in paragraph 5 above, the Parties agreed to use the resulis of MECO’s
production simulation, resulting in a test year estimate of $33,982,000 for MECO’s
purchase power expense, which includes $32,143,000 for purchased energy and
$1,839,000 for firm capacity. (See MECO-507.) The purchase power expense projection
only applies to Maut Division.

Generation Efficiency Factor (Sales Heat Rate)

As a result of the production simulation modeling that is done to determine the test year
fuel and purchased power expense, a new fixed efficiency factor is determined for
purposes of the ECAC factor that will be applied on a prospective basis, once the
Commission authorizes new base rates. Based on the Parties’ agreement to use the
results of MECO’s production simulation model, the Parties agree that the sales heat rates
used in the ECAC as the fixed efficiency factors at proposed rates are:

Efficiency Factor (mmbtwkwh)
Maui Lanai Molokai
Industrial Fuel Oil 0.015311 0.000000 0.000000
Diesel 0.009460 0.010577 0.010823
Other 0.010648 0.010577 0.010823
Reference: MECO Direct Testimony, MECO-1906, page 1, MECQ-1910, page 1, MECO-1912,

page 1.

In addition, to derive the above, MECO applied a calibration factor based on the 2005
operations to its production simulation results to adjust the fuel consumption results for
actual operating conditions that cannot be completely duplicated by the computer model.
Based on the observation that the 2005 energy generation mix is very similar to the
energy generation mix projected for the 2007 test year, the Consumer Advocate
concluded that applying the 2005 calibration factor as proposed by MECO is appropriate
for this proceeding. The Consumer Advocate recommended, however, that MECO
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continue to be required to provide annual calibration reports to allow the Commission
and Consumer Advocate an opportunity to monitor the difference between the estimated
and actual results produced from the use of the production simulation model.

(See CA-T-2, pages 19-20.) MECO agrees to file annual reports on its calibration factor.

ECAC Revenues

The changes in the Company’s fuel oil and fuel related costs and purchased energy

costs from the fuel costs embedded in base rates are recovered through the ECAC. Based
on the agreement to use MECQ'’s production simulation model results, the Parties agree
to use MECQ’s estimate of ECAC revenues of $179,160,300 for test year 2007 at present
rates (MECO T-3, Attachment 1, attached hereto). The test year ECAC revenues for the
MECO Divisions are as follows:

| Division 2007 TY ECAC Revenues
Maui $169,252,000
Lanai $4,143,100
Molokai $5,765,200
MECO Consolidated $179,160,300

At proposed rates, the Company is proposing to include the fuel additive costs for the
Kahului units and distributed generation (“DG™) fuel and transportation costs and
associated revenue taxes under a new DG energy component in the ECAC. The
Company is also proposing 1o include a weighted efficiency factor in its ECAC
calculations (in the same manner as HELLCO proposed in Docket No. 05-0315 and HECO
proposed in Docket No. 2006-0386), based on fixed efficiency factors for industrial fuel
oil (“IFQ”), diesel and “other” generating units. Because DG units are generally more
efficient than other generating units, the Company proposes to not apply a fixed
efficiency factor to DG fuel and transportation costs. (see MECO T-19, pages 5-10.)
The Consumer Advocate did not express any objections to the above proposals in its
direct testimonies.

Act 162 Compliance

MECO stated that its ECAC complies with the statutory requirements of Act 162 and the
current level of ECAC fuel price risk-sharing is appropriate, and that no change is
necessary to the current ECAC risk-sharing approach (see MECO T-19, pages 12-14;
Report on Power Cost Adjusiments and Hedging Fuel Risks, pages 3-9, 30, filed
December 29, 2006 in Docket No. 05-0313, incorporated in this proceeding by reference
in MECO T-19, page 12).

In CA-T-2 (pages 55-61), the Consumer Advocate concluded that the ECAC’s fixed
efficiency factors are an effective means of sharing the operating and performance risks
between MECO’s ratepayers and shareholders and that the Company’s ECAC provides a
fair sharing of the risks of fuel cost changes between the Company and its ratepayers in a
manner that preserves the financial integrity of the Company without the need for
frequent rate filings.
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Based on the above, the Parties agree that no further changes are required to MECO's
ECAC in order to comply with the requirements of Act 162.

Further, consistent with what the Parties agreed to in their September 21, 2007 letter filed
in Docket No. 2006-0386, should the Commission issue an order with a different
risk-sharing formulation under MECQO’s ECAC, this would not affect the test year
revenue requirements agreed to by the Parties or the amount of interim rate relief and
would not be the basis for any refund. Any change in the ECAC would be prospective.,
The ECAC recovers {or passes through) changes in fuel costs based on changes in the
base rate fuel prices. Even if there was only partial pass through of changes in fuel costs
after the new rates with a modified ECAC became effective, it would not impact the base
rates set in this proceeding.

By way of further explanation, the ECAC allows the utility to recover/return the
difference between actual fuel and purchased energy costs and the fuel and purchased
energy costs embedded in base rates, based on changes in the base rate fuel prices and
purchased energy costs. In general, a risk-sharing formula would affect how and to what
extent that difference between the base rate fuel prices established in this proceeding and
the current fuel prices is recovered from or returned to ratepayers on a prospective basis.

The estimate of test year revenues at proposed rates would not be affected by a change in
the risk-sharing formula, because test year revenues at proposed rates are estimated with
the ECAC factor equal to zero (which results from test year fuel and purchased energy
costs being embedded in proposed base rates). Thus, there is no difference between the
test year estimates of fuel and purchased energy costs at proposed rates and the fuel and
purchased energy costs embedded in proposed base rates, and no differential amount to
which an alternative risk-sharing mechanism would apply as it pertains to the revenue
requirements and resulting proposed base rates that are authorized by the Commission in
a final Decision and Order for the instant docket.

Furthermore, the estimate of revenue at present rates should not be affected because
MECO would prospectively change the calculation of the energy cost adjustment to
reflect the alternative risk-sharing mechanism (if any) that is approved by the
Commission in a final decision and order in this case.> Thus, a change in the risk-sharing
formulation following a Commission final order in the rate case may affect the revenues
recovered through the ECAC in the future, as a result of changes that would be necessary
to future monthly ECAC filings. However, those future changes would not affect the
level of interim rate relief nor create a basis for refunds.

PRODUCTION O&M EXPENSES

As stated above, the Parties have agreed on certain changes to the ECAC, which would be made when the
final rates approved in this dockel take effect.
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10.  Production O&M Expense
MECO incurs significant non-fuel Production Operations and Maintenance (“O&M™)
expenses to operate and maintain the Company’s generating facilities that are located at
the Kahului and Maalaea Power Plants and at Hana on the island of Maui, Miki Basin on
the island of Lanai and Palaau on the island of Molokai. The Production O&M expenses
are recorded in National Regulatory Utility Commission (“NARUC”) Account Nos. 500
through 557. The costs charged to these accounts comprise employee labor, materials,
contract labor, engineering, environmental and other administrative function and service
costs.

In its direct testimony, MECO’s consolidated test year 2007 normalized production O&M
expense projection was $21,014,800,> including $18,741,800 for the Maui Division,
$1,094,400 for the Lanai Division, and $1,178,600 for the Molokai Division. (See
MECO-502.) These amounts are comprised of operation and maintenance expenses as
noted in the following table.

Operation Maintenance Total Production O&M
Maui Division $8,314,500 $10,427,300 $18,741,800
Lanai Division $664,500 $429.900 $1,094,400
Molokai Division $695,100 $483,500 $1,178,600
Total Company $9,674,200 $11,340,700 $21,014,800

Subsequently, in its June 2007 Update for MECO T-5, Attachment 1, filed on July 3,
2007, MECO increased its test year Production O&M expense projections by $471,558,
consisting of $57,724 and $413,834 in labor and non-labor costs. The $471,558
adjustment was intended to recognize the additional expenses that were anticipated to be
billed by HECO for support from the new HECO Power Supply Competitive Bidding
Division. These expenses included MECO’s allocated share of the additional labor costs
for staff additions to HECO’s new division, as well as additional costs that are anticipated
to be incurred through the year 2009. The adjustment resulted in an updated consolidated
test year production O&M expense projection of $21,487,000 (i.e., $21,014,800 +
$471,600 = $21,486,400 rounded.) (See MECO response to CA-IR-304, Attachment A,

page 1.}

In its direct testimony, the Consumer Advocate recommended the following production
O&M expense projections:

| Operation | Maintenance ] Total Production O&M

The normalized test year Production Q&M expense reflected an adjusiment of approximately $3.4 million
to, among other things, primarily remove from the Company’s 2007 budget, costs that MECO believes are
associated with higher than normal overhaul work activities anticipated to be performed in the 2007 test
year. The basis for this normalization adjustment is discussed in MECO T-3 at pages 23-25 and reflected
on MECO 505.
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Maui Division $8,172,000 $10,349,000 $18,521,000
Lanai Division $615,000 $429,000 $1,044,000
Molokai Division $682,000 $482,000 $1,164,000
Total Company $9,469,000 $11,260,000 $20,729,000

In determining the above, the Consumer Advocate agreed with MECO’s normalization of
the generating overhaul costs for purposes of determining the 2007 test year revenue
requirement (see MECO-WP-505) based on the determination that the calculations set
forth by MECO reflected a systematic and rational approach to developing an adjusted
normal overhaul expense level of ratemaking purposes. The Consumer Advocate
concluded, however, that some of the other ratemaking adjustments proposed by MECO
to reclassify, restate or normalize the 2007 budgeted amounts for fuel additives,
biodiesel, lube oil and Nitrogen Oxide (“Nox”) water expenses required revisions. In
addition, the Consumer Advocate concluded that the Company’s adjustment to reflect the
increased allocation of costs from HECO for competitive bidding support was not
reasonable. As a result, the Consumer proposed the following six adjustments to
MECO’s normalized test year estimate of production O&M expense. (See CA-T-3,
pages 18 — 19.)

. a labor adjustment to remove the costs associated with new employee
positions that have not been filled for the entire 2007 test year (see
CA-T-3, pages 20 -22 and CA-101, Schedule C-13);

. an adjustment to reduce the estimated non-labor consulting and legal
expenses expected to be incurred by HECO to support competitive bidding
activities on behalf of MECO (see CA-T-3, pages 22-27 and CA-101,
Schedule C-4);

. an adjustment to correct an error in the Company’s lube oil consumption
rate and to reflect the last known actual prices of lube oil in computing the
test year expense estimate (see CA-T-3, pages 27-24 and CA-101,
Schedule C-5);

. an adjustment to normalize the structural maintenance expense for the
Kahului station (see CA-T-3, pages 28-32 and CA-101, Schedule C-6);
. an adjustment to update and refine the normalization adjustment proposed

by MECQO for the water treatment expenses incurred to purify water used
for Nox emission control at the Maalaea station (see CA-T-3, pages 32-34
and CA-101, Schedule C-7); and

. an adjustment to normalize the test year emission fee expense amount for
ratemaking purposes based upon the actual expense incurred in prior years
{see CA-T-3, pages 35-37 and CA Schedule C-8).

For purposes of settlement, MECO and the Consumer Advocate have reached agreement
on all six of the above adjustments, either accepting or revising each Consumer Advocate
adjustrment as described in greater detail below. The result is a test year 2007 other
production O&M expense of $20,848,000 for MECO consolidated, including
$18,639,000 for the Maui Division, $1,045,000 for the Lanai Division, and $1,164,000
for the Molokai Division.
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Operation Maintenance Total Production O&M
Maui Division $8,350,000 $10,289,000 $18,639,000
Lanai Division $616,000 $429,000 $1,045,000
Molokai Division $682,000 $482,000 $1,164,000
Total Company $9,648,000 $11,200,000 $20,848,000
a. Payroll Expense Adjustment

In its direct testimony, MECO proposed to include $3,902,300 of production labor
expense in the 2007 test year. This amount reflects the costs associated with three new
employees (i.¢., a Senior Helper at the Kahului Power Plant, an Electrician at the Maalaea
Power Plant, and an Operator Helper at the Lanai Power Plant). As a result, the 2007 test
year Production O&M Labor expense reflects the payroll costs associated with a staff of
123 employees for the entire 2007 test year, as compared to 121 employees in 2005. (See
MECO-1102 and MECO T-5, page 17 and 36.)

In its written testimony, the Consumer Advocate raised a concern with MECO's
assumption that the Company would be fully staffed for the entire 2007 test year. As
discussed in CA-T-3 and CA-T-1, the Consumer Advocate maintained that there is no
factual support for MECO’s assumption that it will never experience vacancies in its
workforce. Furthermore, the Consumer Advocate further maintained that it would be
inappropriate to recognize MECO’s higher forecast level of employees for ratemaking
purposes because 1) it is common for employee vacancies and the hiring of new
employees to result in overall headcount levels that fluctuate from month-to-month, and
2) it would be highly inconsistent and improper to intentionally set utility rates on an
overall cost of service that fixes employee counts at a hypothetical end-of-period forecast
level, while not similarly and consistently annualizing customer growth, changes in
energy usage or changes in other expenses that are expected to occur in the forecast year.
As a result, the Consumer Advocate proposed a consolidated Production O&M labor
expense adjustment of $196,368 to reduce MECQO's test year expense estimate for the
labor costs associated with 2.5 employee positions. The proposed adjustment was based
on the simple average of the Company’s actual number of Production employees at the
beginning and forecasted employee count at the end of the test year (i.e., December 31,
2006 and December 31, 2007, respectively). The adjustment reduced MECO’s
Production O&M labor expense projection for the Maui, Lanai and Molokai Divisions by
$153,076, $42,274, $1,018, respectively. It should also be noted that the payroll
adjustment (1.e., CA Adjustment C-13) encompassed all MECO expense account blocks,
including transmission and distribution, customer service, customer accounts, and
administrative and general. The settlement of the specific adjustment proposed for
transmission and distribution, customer service, customer accounts, and administrative
and general will be discussed in each respective section below.

During the settlement discussions, the Company represented that an employee was
offered and accepted employment in December 2006, but began employment on
January 3, 2007 for RA “MGD.” In addition, since the position was filled in January of
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2007, MECO represented that the level of employees for RA “*MGD” remained at a
minimum of 21 employees through September 2007 (see response to CA-IR-112, updated
September 2007, Attachment A, page 7). Based on the above, MECO proposed to reduce
the Consumer Advocate’s Production labor expense adjustment by $40,257 (see MECO
T-11 Attachment 3(AAA) attached hereto) to reflect this employee’s compensation in
determining the test year labor costs. After reviewing the information provided by
MECQO, the Consumer Advocate agreed to revise its adjustment to reflect the
compensation for 2.0 employees (versus the 2.5 employees upon which the Consumer
Advocate based its $196,368 adjustment), recognizing that the MGD position was
already included in MECQO’s forecast employee count at test year end. The result is a
revised adjustment of $156,111, including $112,819 for the Maui Division, $42,274 for
the Lanai Division, and 1,018 for the Molokai Division (see MECO T-11, Attachmenis 3,
3(AA) and 3(A), attached hereto). For purposes of settlement, MECO agrees to accept
the Consumer Advocate’s revised adjustment.

b. Competitive Bidding Expense

As noted above, MECO increased its 2007 test year estimate for other production O&M
by $471,558 to include the additional costs associated with competitive bidding activities.
The $471,558 projection is comprised of $57,724 for labor (i.e., $52,839 + $4,885 =
$57,724) and $413,834 for non-labor costs that are biiled by HECO as compensation for
the competitive bidding support activities performed on behalf of MECO. (See MECO
response to CA-IR-317, Attachment A, page 1; June 2007 Update, MECO T-5,
Attachment 1.)

In direct testimony, the Consumer Advocate did not object to the inclusion of the
additional labor expenses for staffing additions that are occurring in connection with the
reorganization and creation of HECO’s Power Supply System Planning Department, as
explained in MECQ's response to CA-IR-317, Attachment A. The Consumer Advocate
noted that the newly created positions have either been or will be filled by mid-year, and
MECO has included the labor costs associated with these positions using a half-year
convention, which is consistent wit the Consumer Advocate’s approach to averaging the
labor costs for new staff positions. The Consumer Advocate maintained, however, that
MECO had overstated the additional non-labor expenses that will be incurred in 2007 for
competitive bidding activities because MECO’s projection is based on the average costs
anticipated to be incurred in 2007, 2008 and 2009. The Consumer Advocate contended
that MECO’s proposal to include costs that will be incurred outside the test year in
determining the test year competitive bidding expense is not reasonable and violates the
test year concept. (See CA-T-3, pages 24-25.) As a result, the Consumer Advocate
proposed an adjustment of $275,684 to reduce MECOQ’s test year 2007 non-labor
competitive bidding expense, resulting in a test year non-labor estimate of $138,150 (i.e.,
$413,834 - $275,684) 10 be billed by HECO. The Consumer Advocate’s adjustment is
based on the updated 2007 estimate of $276,300 provided in MECO’s response to CA-
IR-317, Attachment A, page 3, reduced by 50% to reflect the costs that are billed to
MECO, or $138,150. (See CA-T-3, page 27; CA-101, Schedule C-4.)
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For purposes of settlement, MECO accepts the Consumer Advocate’s proposed
adjustment, resulting in a total test year competitive bidding expense allocation from
HECO of $195,874, comprised of $57,724 for labor and $138,150 for non-labor costs.

c. Lube Oil Expense

In its direct testimony, MECO’s consolidated test year estimate for Jube oil expense was
$1,036,942, including $915,524 for the Maui Division, $47,344 for the Lanai Division,
and $74,074 for the Molokai Division. (See MECO-509, page 1.) These amounts
include lube oil required for MECQ’s diesel generating units as well as its combustion
turbine (““CT") units.

The Consumer Advocate proposed to reduce MECO’s test year 2007 lube oil expense for
its diesel units by $146,048 to correct an error made by MECO in calculating the lube oil
consumption rates for the Mitsubishi diesel units as shown in the response to CA-IR-217,
Attachment 1 and to reflect the last known actual unit prices. The $146,048 represents an
adjustment of $133,708, $4,135, and $8,205 to the Maui, Lanai and Molokai Divisions,
respectively and is based on information provided by MECO in the Company’s
confidential response to CA-IR-326. (See CA-T-3, pages 27-28; CA-101, Schedule C-5.)

MECO accepts the Consumer Advocate’s proposed adjustment, resulting in a
consolidated test year estimate of $890,894, consisting of $781,816, $43,209, and
$65,869 for the Maui, Lanai and Molokai Divisions, respectively.

d. Kahului Power Plant Structural Maintenance Expense

In its direct testimony, MECO included $329,597 for Kahului Power Plant structural
maintenance expense. (See MECO response to CA-IR-226, Attachment |, page 2.)
These expenses reflect the costs of performing periodic inspections, painting and repairs
to the building and other structures at each generating station. These activities and costs
tend to fluctuate from year-to-year since discrete large structural maintenance activities
occur occasionally on an as-needed basis.

The Consumer Advocate observed that MECO analyzed the historical expenditure levels
for structural station-wide maintenance activities at the Maalaea and Palaua stations and
calculated a normalized expense amount for ratemaking purposes as shown on MECO-
WP-504f and MECO-WP-504g. The Company did not, however, perform the same type
of analysis for the structural maintenance activity costs for the Kahului Power Plant. As
a result, the Consumer Advocate proposed an adjustment of $78,146 to reflect a
normalized Kahului Power Plant structural maintenance expense, as reflected in MECO's
response to CA-IR-226, Attachment 1, page 2. (See CA-T-3, pages 28-32; CA-101,
Schedule C-6.)

During the settlement discussions, MECO explained that the Company’s test year
projection of $329,597 for structural maintenance at the Kahului Power Plant (*“KPP”)
was reasonable for the following reasons:
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1)  The 2007 recorded expense for KPP structural maintenance through August 2007 is
$247,844, and the total 2007 expense will exceed MECO's test year estimate of
$329,597. In September 2007, MECO issued a purchase order for $93,369 as part
of the cost to repair the verac on bulk tank #2, which will bring the 2007 recorded
expenses to at least $341,213.

2}  MECO has provided information on specific projects that indicate that the higher
test year level of expenses will continue through 2012. In addition, the recorded
KPP structural maintenance expense for 2006 of $293,212, was substantially higher
than the level of expenses incurred from 2001 through 2005, and indicates that the
higher level of KPP structural maintenance expense reflected in MECQ’s test year
estimate began in 2006.

3) The Consumer Advocate’s statement that "after completion of the current cycle of
concentraied structural work at KPP, the normalized $251,451 amount included in
rates established in this proceeding will likely exceed the actual incurred annual
costs" is not supported by any evidence of the level of structural mainienance
expenses beyond 2012.

4) The rates established in this rate case are not expected to continue beyond 2012,
since MECO will likely have another rate case before 2013.

Based on the above, for purposes of settlement, MECO and the Consumer Advocate
agreed to reverse the Consumer Advocate adjustment and include MECO’s test year
estimate of $329,597 for Kahului Power Plant structural maintenance expense.

e. Maalaea Power Plant Nox Water Expense
In its direct testimony, MECO included $293,291 as a normalization adjustment for Nox

water costs at the Maalaea Power Plant. This amount was derived by calculating the
water treatment expenses as a ratio of fuel burn quantified for the test year and relies on
the average incurred Nox water treatment expenses from 2003 through 20035, factored up
for an assumed inflation increase and then divided by the actual fuel burned during
2003-2005. The estimated cost factor was then multiplied by the test year projected fuel
burn barrels to calculate the adjusted test year expense of $293,291. (See
MECO-WP-501d.)

In its written testimony, the Consumer Advocate contended that MECO’s adjustment
appeared to be based on two flawed assumptions: (a) that Nox water ireatment expenses
are subject to inflation, and (b) that Nox water treatment expenses always vary directly
with the amount of fuel being burned, with no efficiency gains achievable through
improved technology. These objections were based on the historical actual Nox water
treatment expenses and fuel burn quantities at Maalaea. In addition, the Consumer
Advocate noted that MECO made changes to its Nox water facilities that cause the
historical water treatment costs as used in the Company’s normalization calculations to
be unreliable in predicting future cost levels. As a result, the Consumer Advocate
proposed an adjustment to reduce MECO test year 2007 Maalaea Power Plant Nox water
expense by $44,839, resulting in a test year projection of $248,452. The adjustment
effectively reversed the Company’s normalization adjustment and results in an expense
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projection that represents the amount included in MECO’s 2007 budget prior to the
normalization adjustment proposed by MECO. (See MECO-WP-501d; CA-T-3,
pages 33 -34; CA-101, Schedule C-7.)

For purposes of settlement, MECO accepts the Consumer Advocate’s proposed

adjustment resulting in a test year expense for Maalaea Power Plant Nox water of
$248,452.

f. Emission Fee Expense
MECO pays emussion fees to the Hawaii Department of Health (“DOH”) as a

contribution to the State’s clean air fund, based on the utility’s calculated quantities of air
poliution emissions at a dollar per ton rate that is established by the DOH. In its direct
testimony, MECO included $404,998 for MECQ’s consolidated test year emission fee
expense, including $363,987 for the Maui Division, $17,733 for the Lanai Division, and
$23,278 for the Molokai Division. (See MECO responses to CA-IR-104, page 2 and CA-
IR-2, Attachment 30a.) Subsequently, MECO revised its emission fee expense for test
year 2007 to $463,562, to reflect a higher emission fee rate of $57.14 per ton. (See
MECO response to CA-IR-327, Attachment A.)}

In its written testimony, the Consumer Advocate noted that while in most historical years
the calculated fees are assessed by and paid to the DOH, in some prior years such fees
have been entirely waived. As a result, the Consumer Advocate proposed an adjustment
to normalize the test year emission fee expense projection and recognize that in some
years, the fees have been waived and not paid to the DOH. The Consumer Advocate’s
adjustment reduced MECO consolidated 2007 test year expenses for emission fees by
$16,182, including reductions of $7,389, $3,800, and $4,993, for the Maui, Lanai, and
Molokai Divisions, respectively. The adjustment was made to MECO’s updated test year
emission fee estimate set forth in the Company’s response to CA-IR-327 and effectively
reduced such amounts by 3/13ths because MECO has only paid emission fees in 10 of the
last 13 years. In support of its adjustment, the Consumer Advocate observed that its
proposed adjustment is consistent with the adjustments made by the Company in the most
recent HECO and HELCO rate cases. (See CA-T-3, page 36; CA-101, Schedule C-8.)

For purposes of settlement, MECO accepts the Consumer Advocate’s proposed
adjustment, resulting in a consolidated test year expense for emission fees of $388,818,
consisting of $356,598, $13,933 and $18,285 for Maui, Lanai and Molokai Divisions,
respectively.

TRANSMISSION AND DISTRIBUTION (T&D} O&M EXPENSES

11. T&D O&M expense includes the labor and non-labor items incurred in the operation and
maintenance of MECQ's T&D system. These items are captured in the following
NARUC series of accounts:

560-567 - Transmission Operation Expenses
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568-573 - Transmission Maintenance Expenses
580-589 - Distribution Operation Expenses
590-598 - Distribution Maintenance Expenses

In its direct testimony, MECO stated that its 2007 T&D O&M expense forecast is greater
than the trend at which the Company’s T&D expenses have generally increased on an
annual basis since 2001 due to increased vegetation management efforts, system plant
aging, increased inspections, and technological changes and improvements, as well as
other factors such as increased labor cost, cost of materials, growth in the T&D utility
plant, mapping expenses, and staffing changes.

MECO’s total test year T&D O&M expense projections on a consolidated and island by
island basis are as follows:

T&D O&M Expenses
MECO Test Year Estimate
Transmission Distribution Total Source
Maui Division $2,243,594 $£5,644,523 $7,888,117 MECO-602
Lanai Division $0 $238,407 $238,407 MECO0-602
Molokat Division $33,144 $453.673 $486,817 MECQO-602
Total Company $2,276,738 $6,336,603 $8,613,341 MECO-602

In its direct testimony, the Consumer Advocate’s proposed T&D O&M expense
projections on a consolidated and island by island basis were as follows:

T&D O&M Expenses
Consumer Advocate Test Year Estimate
Transmission Distribution Total Source

Exhibit CA-102

Maui Division $2,023,286 $5,139,696 $7,162,982 Schedule C,
page 1
Exhibit CA-103

Lanai Division $0 $237,334 $237,334 Schedule C,
page 1
Exhibit CA-104

Molokai Division $31,090 $426,490 $457,580 Schedule C,
page 1

Total Company $2,054,376 $5,803,520 $7,857,896 CA-101 Schedule
C, page |

The Consumer Advocate’s recommendation differed from MECO’s due to the following
two adjustments proposed by the Consumer Advocate:




Exhibit |
Page 17 of 51

. an adjustment to reduce the labor costs associated with new employee
positions that have not been filled for the entire 2007 test year (See CA-T-1,
pages 67-79 and CA-101, Schedule C-13); and

. an adjustment to normalize the T&D O&M non-labor outside contract
services expense estimate.

For purposes of settlement, MECO and the Consumer Advocate have reached agreement
on both of the above adjustments, as described in greater detail below. The resultis a
total test year T& D O&M expense projection on a consolidated and island by island basis
as follows:

T&D O&M Expenses
Transmissions Distribution Total
Maui Division $2,063,759 $5,242,718 $7,306,476
Lanai Division $0 $246,108 $246,108
Molokai Division $30,955 $424 825 $455,780
Total Company $2,094,713 $5,913,651 $8,008,364

Note: slight difference due to rounding.
Reference: Statement of Probable Entitlement, page 1 of Exhibits 1, 2, 3, 4.

a. Payroll Expense Adjustment

In its direct testimony, MECO proposed to include $774,690 of transmission labor
expense and $3,648,461 of distribution labor expense in the 2007 test year (MECO-603,
pages 1-2). This amount included the costs associated with five additional positions (i.e.,
a vehicle mechanic, an environmental specialist, a senior inspector, a system inspector
and a transmission and distribution analyst) in the T&D Department, two additional
positions (i.e., a staff engineer and a customer designer) in the Engineering Department
(MECO T-6, pages 35-37) and certain positions that were unfilled at the beginning of the
test year. The Company’s 2007 test year labor expense reflected payroll costs associated
with a staff of 111 in the T&D Department and 31 in the Engineering Department for the
entire test year compared to 96 employed in the T&D Department and 29 employed in
the Engineering Department at the end of December 2006. As of September 2007, the
T&D Department and the Engineering Department had headcounts of 108 and 31,
respectively (MECO response to CA-IR-112.

For the reasons discussed in paragraph 10.a. above, the Consumer Advocate proposed a
consolidated T&D O&M labor expense adjustment of $185,006 to reduce MECO’s test
year labor expense estimate for the labor costs associated with 8.5 employee positions.
The proposed adjustment was based on the simple average of the Company’s actual
number of T&D employees at the beginning and the forecasted employee count at the end
of the test year (i.e., December 31, 2006 and December 31, 2007, respectively). The
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adjustment reduced MECQO's T&D O&M labor expense projection for the Maui, Lanai
and Molokai Divisions by $179,355, $3,715, and $1,935, respectively.

During the settlement discussions, the Company represented that an employee was
offered and accepted employment in November 2006, but began employment on

January 15,2007 for RA “MDE.” In addition, since the position was filled in January
2007, MECO represented that the level of employees for RA “MDE” remained at a
minimum of 10 employees through September 2007 (see response to CA-IR-112, updated
September 2007, Attachment A, page 7). Based on the above, MECO proposed to reduce
the Consumer Advocate’s T&D labor expense adjustment by $26,881 (see MECO T-11,
Attachment 3(AAA) attached hereto) to reflect this employee’s compensation in
determining the test year labor costs. After reviewing the information, the Consumer
Advocate agreed to revise its adjustment to reflect the compensation for 8.0 employees
(versus the 8.5 employees upon which the Consumer Advocate based its original
adjustment), recognizing that the MDE position was already included in MECQO's
forecast employee count at test year end.

Further, the Company represented that in the first six months of 2007 it incurred
unbudgeted overtime for RAs “MDK"” and “MDR” and proposed reducing the Consumer
Advocate’s T&D labor expense adjustment by an additional $130,972. After reviewing
the information the Consumer Advocate contended that its concerns were not entirely
alleviated with the additional information provided by MECQ. In the interest of
compromise, however, the Consumer Advocate analyzed the additional information
supplied by MECO and agreed, for purposes of settlement, to revise its adjustment to
recognize a partial offset of $45,700 for additional overtime compensation for RAs MDK
and MDR (see MECO T-11 Attachments 3(AA) and 3(B), attached hereto).

The revisions discussed above reduced the Consumer Advocate’s adjustment decreasing
the consolidated T&D O&M labor expense by $112,426, including reductions of
$110,233 for the MECO Division, $1,058 for the Lanai Division, and $1,135 for the
Molokai Division (see MECO T-11, Attachments 3 and 3(AA), attached hereto). For
purposes of settlement, MECO accepts the Consumer Advocate’s revised adjustment.

b. Outside Services Adjustment

MECQO’s 2007 test_year estimate for transmission and distribution expenses included
$2,071.455 of outside services costs, of which $898,023 was for vegetation management.
The remainder was for other outside services for specialized functions such as steel pole

maintenance, helicopter work, road maintenance, maintenance of proprietary software
and waste oil disposal (response to CA-IR-338).

In direct testimony, the Consumer Advocate proposed a consolidated T&D O&M
non-labor expense reduction of $570,440, including $545,780 for the Maui Division (see
CA-102, Schedule C-19), $(2,642) for the Lanai Division (see CA-103, Schedule C-19),
and $27,302 for the Molokai Division (see CA-104, Schedule C-19) to normalize the
outside contract services expense for the 2007 test year. The adjustment was based on
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the three-year average of costs incurred from 2005 through 2007 since the Consumer
Advocate noted that the T&D outside service costs fluctuated from year-to-year. (See
CA-T-1, pages 97-99; CA-101, Schedule C, page 4 and Schedule C-19.}

During the settlement discussions, the Company agreed that an adjustment may be
warranted to its original consolidated outside service forecast of $2,071,455, but
disagreed as to the amount of the adjustment. MECO proposed to reduce the Consumer
Advocate’s consolidated adjustment by $177,889, resulting in a consolidated outside
service projection for the test year of $1,678,904. This amount was: (1) based on a five
versus three-year average of outside services expense in order to mitigate the reduced
spending that occurred in 2005 and 2006 and (2) reflected the normalization reductions
that were made by MECO to the Company’s outside services expense projection to offset
the higher than budgeted annual production maintenance expenses for 2007 (see MECO
T-6, Attachment 4, attached hereto).

After reviewing this information, the Consumer Advocate agreed, in the interest of
compromise and to settle this issue, to revise its adjustment by $77,889 (see MECO T-6,
Attachment 4, attached hereto) to reflect a five-year average for outside services expense.
For purposes of settlement, the Company accepts the Consumer Advocate’s revised
adjustment. As a result, the Parties agree on a total consolidated T&D O&M non-labor
consolidated outside services projection of $1,578,904. The expense related adjustment
reducing expense by $492,551, including a $471,408 reduction for the Maui Division, an
$8,759 increase for the Lanai Division, and a $29,902 reduction for the Molokai Division
(see MECO T-6, Attachment 4),

CUSTOMER ACCOUNTS

12.

Customer Accounts expenses are those expenses primarily related to managing and
maintaining services and information related to customer account services and customer
account management. (See MECO T-7, page 3). The type of activities associated with
the Customer Accounts expenses (and that are performed by the Company’s Customer
Service Department) include: (1) customer billing and mailing, (2) meter reading, (3)
collecting and processing payments, (4) handling customer inquiries, (5) maintaining
customer records, {(6) managing delinquent and uncollectible accounts, and (7)
conducting field services and investigations. (See MECO T-7, page 4). In addition,
Customer Accounts expenses include the Allowance for Uncollectible Accounts (i.e.,
Account No. 904) as described further below. (See MECO T-7)

In its direct testimony, MECO’s total projected consolidated test year Customer Accounts
expenses amounted to $3,300,000. (See MECO T-7, page 2). As such, without including
an allowance for uncollectible accounts expenses, the projected consolidated test year
Customer Accounts expenses are estimated to be $3,086,000 (i.e., $3,300,000 (MECO-
701) less uncollectibles of $214,000 (MECO-711, page 1)). As indicated herein, the
Company’s projections for Customer Accounts expenses were based on either recorded




Exhibit |
Page 20 of 51

averages, historical trends, adjusted for special situations or recent changes that will
result in material impacts.

In its direct testimony, the Consumer Advocate recommended a test year consolidated
customer accounts expense estimate of $3,015,659 (CA-101, Schedule C, page 1),
excluding allowance for uncollectible accounts, resulting in a reduction of approximately
$70,000 (i.e., $70,341 rounded) to the Company’s projected consolidated test year labor
cost estimate. (See CA-101, Schedule C, page 3; see also CA-101, Schedule C-13.)

For purposes of settlement, MECO and the Consumer Advocate have reached agreement
on the payroll adjustment as discussed in the following paragraph. As a result of the
above stipulated adjustment in connection with payroll expense adjustment for Customer
Accounts, noted above, the Parties agreed on a consolidated test year estimate of
$3,017,000 (i.e., $3,017,329 rounded) for Customer Accounts expenses, excluding the
allowance for uncollectible accounts, consisting of $2,709,329 for the Maui Division,
$£139,000 for the Lanai Division and $169,000 for the Molokai Division.

a. Payroll Expense Adjustment

For the reasons discussed in paragraph 10.a. above, in its direct testimony, the Consumer
Advocate proposed a consolidated (and Maui Division) Customer Accounts O&M labor
expense adjustment of $70,341 to reduce MECO’s test year labor expense estimate for
the labor costs associated with 0.5 employee positions plus allocated labor expense for
production, transmission and distribution RAs. The proposed adjustment was based on
the simple average of the Company’s actual beginning of year and forecasted end of year
Customer Accounts employee count (i.e., December 31, 2006 and December 31, 2007,
respectively). (See CA-T-1, pages 67-79; see also CA-101, Schedule C-13.)

During the settlement discussions, the Company represented that in the first six months of
2007, it incurred unbudgeted overtime for RA “MDR™ and, therefore, proposed reducing
the Consumer Advocate’s Customer Accounts labor expense adjustment of $70,341 by
$1,670 (see MECO T-11, Attachment 3(AAA) and the Payroll Expense Adjustment
section for T&D above.) After reviewing the information, the Consumer Advocate
agreed to revise its consolidated (and Maui Division) proposed adjustment to $68,671
(see MECO T-11, Attachments 3, 3(AA) and 3(C), attached hereto). For purposes of
settlement, MECO accepts the Consumer Advocate’s revised adjustment.

ALLOWANCE FOR UNCOLLECTIBLE ACCOUNTS

13.

In its direct testimony, MECO’s test year consolidated allowance for uncollectible
accounts was estimated to be $214,000 at present rates (consisting of $200,000, $6,000
and $8,000 for the Maui, Lanai and Molokai Division, respectively), and $225,000
(consisting of $209,000, $7,000 and $9,000 for the Maui, Lanai and Molokai Division,
respectively) at proposed rates. (See MECO-711, page 1). The test year estimate of
uncollectibles differs between present and proposed rates because the amount is based
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upon the Company’s electric sales revenues multiplied by an “uncollectible factor” (aka,
Percentage of Electric Sales Revenues methodology). (See MECO T-7, page 28). As
such, the proposed rates for the total Company and by Division (Maui, Lanai and
Molokai) were based on the application of an “uncollectible factor” of 0.06% to test year
revenues at present and proposed rates. (See MECO-WP-711, page 1).

The Consumer Advocate, in its direct testimony (CA-T-3, page 44), accepted the
$214,000 test year consolidated allowance for uncollectible accounts expense amount, at
present rates, as reasonable, as it believed such amount is consistent with recently
incurred amounts of uncollectibles actually written off by MECO. (See CA-T-3,

page 44). However, the Consumer Advocate disagreed with MECO utilizing the
“Percentage of Electric Sales Revenue” methodology for calculating the allowance for
uncollectible accounts expense amount, at proposed rates. The Consumer Advocate,
thus, recommended that the rate increase granted in this proceeding not be factored up by
$11,000 (as initially proposed by MECO) for presumed increases in uncollectible
expenses, at proposed rates, because the Consumer Advocate contended that there is an
“absence of a linear relationship between revenues and uncollectibles.” Thus, the
Consumer Advocate included a zero value in its Revenue Conversion Factor schedule set
forth in CA-101, Schedule A-1, line 7. (See CA-T-3, pages 44-46).

In response to the Consumer Advocate’s direct testimony and during settlement
discussions, the Company disagreed with the Consumer Advocate’'s recommendation that
the rate increase granted in this proceeding not be factored up by 0.06% for increases in
uncollectible expenses for the following reasons. First, MECO believed that there is and
will continue to be a linear relationship between revenues and uncollectible expenses
because as electric sales revenues increase for MECO due to the proposed rate increase,
the corresponding amount of uncollectible dollars can be expected to increase
proportionately. (See MECO T-7, page 28). Second, allowing the rate increase granted
to be factored up by 0.06% for increases in uncollectible expenses is consistent with such
adjustment allowed at proposed rates in HELCO’s most recent rate case (i.e., Interim
Decision and Order No. 23342, dated April 4, 2007 Docket No. 05-03 15).'1 Third, its
“uncollectible factor” factor of 0.06% is reasonable, as it was based on the latest recorded
year actual write-offs at the time of the Application and direct testimonies were filed
(i.e., calendar year-end 2005 recorded net write-off of 0.0546% rounded, which was used
in direct testimony; the calendar year-end 2006 recorded net write off was 0.06%),”
which is also akin to the methodology used by HELCO in Docket No. 05-0135, but
different from the historical 10-year average methodology used in HECO's most recent
rate case (Docket No. 2006-0386). The 0.06% factor is near the lowest amount in
comparison to the past five years which ranged from a high in December 2001 of
0.1172% to a low of 0.0546% in December 2005. (See MECO T-7, page 29.) Further, in

Such a factor up was not allowed in the Stipulation resolving HECO Docket No. 2006-0386 and will be
reviewed by the Consumer Advocate on a case-by-case basis in future proceedings.

The calendar year-end 2006 recorded net write-off percentage was provided in the response CA-IR-138,
Attachment A.
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response to CA-IR-353, part b, the Company stated that it anticipates that uncollectible
write-offs may be higher than the test year estimate, if write-offs continue at the rate
recorded through July 2007.° Finally, the “Percentage of Sales Revenue” methodology
for both present and proposed rates has been accepted by the Commission in several
previous rate case proceedings. See Interim Decision and Order No. 22050 in Docket
No. 04-0113, dated September 27, 2005, for HECO's 2005 test year; Decision and Order
No. 14412, dated December 11, 1995, in Docket No. 7766 for HECO's 1995 test year;
and Decision and Order No. 16922, dated April 6, 1999, in Docket No. 97-0346, for
MECO’s 1999 test year.

During the settlement discussions and in recognition of the fact that the consolidated
write-off factor has been relatively low and stable since 2004, the Consumer Advocate
accepted the Company’s proposal to use the 0.06% write-off factor at proposed rates in
this Docket. Thus, for purposes of settlement, the Parties agreed on the 0.06%
uncollectible factor proposed by MECO multiplied against electric sales revenue at
proposed rates to determine the allowance for uncollectible accounts at proposed rates.
Based on the foregoing, the Parties agreed with the consolidated test year allowance for
uncollectible accounts expense estimate of $214,000 and $222,000 at present and
proposed rates, respectively, based on the application of the 0.06% uncollectible factor to
electric sales revenues. The $222,000 of uncollectibles consists of $206,000 for the Maui
Division, $7,000 for the Lanai Division and $%,000 for the Molokai Division.

CUSTOMER SERVICE

14.

Customer Service expense represent costs incurred by the Company 1o perform activities
that are primarily related to responding to customer requests and inquiries, and providing
educational information on, among other things, energy conservation, renewable energy,
and electrical safety. Included in customer service expense are (1) labor and non-labor
costs for the Company’s Administration Department and the Administration, Commercial
Services and IRP Divisions of the Customer Service Department to provide information
and assistance toward encouraging safe, efficient, and economical use of the company’s
electric services and (2) labor and non-labor costs for IRP that were previously
incremental costs recovered through the IRP Cost Recovery Provision and are now
proposed by MECO to be recovered through base rates.

The test year customer service expense proposed by MECO in its direct testimony and
June 2007 Update and the test year estimate proposed by the Consumer Advocate in its
direct testimony are as follows:

Consumer
Customer Service MECO Direct * | MECO Update ® | Advocate Direct ©
Maui Division $1,538,000 $1,740,000 $1,161,035

YTD July 2007 cumulative write-offs = $139,756 times 12/7 = $239,582,
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Lanai Division $1,000 $1,000 $1,000
Molokai Division $2,000 $2,000 $2,000
Total Company $1,541,000 $1,743.000 $1,164,035
References:
A - MECO-801

B - June 2007 Update, MECO T-8, fled 7/12/07; Updale Attachment A, pages 1-3.

C - CA-102, Schedule C, page 1; CA-103, Schedule C, page |; CA-104, Schedule C, page 1;
CA-101, Schedule C, page 1 for the Maui, Lanai, Molokai and Consolidated operations,
respectively.

The difference between the Company’s and the Consumer Advocate’s projections are due
to the following four adjustments proposed by the Consumer Advocate:

. an adjustment to reclassify MECQO's projected DSM labor and related on
costs labor overheads from base rates and instead continue to recover such
costs in the IRP surcharge (see CA-102, Schedule C-9; see also CA-102,
Schedule C, page 2),

. an adjustment to reduce MECO’s projected IRP non-labor expenses (see
CA-102, Schedule C-10; see also CA-102, Schedule C, page 3);
. an adjustment to reduce the allocation from HECO RA “PNG” for

marketing support expenses that are projected to be incurred on behalf of
MECO (see CA-102, Schedule C-11; see also CA-102, Schedule C,
page 3); and

. an adjustment to reduce MECQ'’s projected customer service labor costs
(see CA-101, Schedule C-13; see also CA-102, Schedule C, page 3).

As a result of the settlement discussions, the Parties have reached agreement on all four
adjustments, as described in greater detail below. The result is a test year 2007 customer
service expense projection as follows.

Customer Service Expense Agreement of Parties

Maui Division $1,312,586

Lanai Division $1,000

Molokai Division $2,000

Total Company $1,315,586
a, DSM Employee Reclassification Adjustment

In the June 2007 Update for MECO T-8, MECO increased customer service labor cost
for the Maui Division by $202,000 to reflect the labor costs of three MECO employees
(i.e., an Energy Efficiency Program Manager-Commercial & Industrial, an Energy
Efficiency Program Manager-Residential and a Clerk Typist III-DSM). (See June 2007
Update, MECO T-8, and Update Attachment A, pages 1-3.) The inclusion of the labor
costs for these three employees in the test year revenue requirement also required
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adjustments for certain on-costs (i.e., the administrative expenses and employee benefit
expenses transferred to capital and other accounts reflected in NARUC account nos. 922
(MECO expense element 406) and 926 (MECO expense element 422), respectively, and
the projected test year payroll taxes). (See June 2007 Update, MECO T-8.) MECO’s
proposal to include the labor and labor related costs for these employees in base rates
resulted from Commission Decision and Order No. 23258 (“D&QO 23258™), wherein the
Commission stated that "labor costs shall be recovered through base rates and all other
DSM-related utility-incurred costs shall be recovered through a surcharge.” (See Docket
No. 05-0069, Decision and Order No. 23258, page 51.)

In its direct testimony, the Consumer Advocate proposed a $319,000 reduction for the
Maui Division (see CA-102, Schedule C, page 2 and CA-102, Schedule C-9) to remove
the test year proposed level of DSM program labor and labor related on costs of the three
positions from base rates and instead have these costs recovered through the IRP
surcharge. CA-102, Schedule C-9 reflects that the $319,000 was comprised of $201,850
for direct labor to the Customer Service Expense, $101,967 for employee benefits and
overheads and $15,183 for payroll taxes. In support of its recommendation, the
Consumer Advocate contended that without the proposed reclassification of the DSM
labor and related expenses to be recovered in the IRP surcharge, there is no ability to
remove the DSM program costs that are embedded in base rates absent a utility rate case,
once responsibility for DSM program administration is transferred from the utility to a
third party administrator. (See CA-T-3, pages 53-55.)

The Company accepts the Consumer Advocate’s recommendation for purposes of
settlement and agrees to remove the labor and related on-costs associated with these three
employees from the test year revenue requirement and instead recover these costs through
the IRP surcharge. In addition, if the Company continues to incur labor costs for the
management of the energy efficiency programs after the transition to a non-utility market
structure (expected to occur in or about January 2009) MECO should be able to continue
recovering such costs through the DSM component of the IRP cost recovery provision
(“DSM Surcharge™). This recovery is to compensate MECO for the actual expenses
incurred as a result of such market structure. For example, MECO may be required to
collect the public benefits charge through the existing IRP Surcharge, and thus may be
required to incur costs to administer the public benefits fund or to ensure a smooth
transition to a non-utility structure, as required by Order No. 23681, Docket No. 2007-
0323.

Based on the above, MECO and the Consumer Advocate agree to reduce the costs of the
Customer Service labor expenses for the Maui Division by $202,000 and making
appropriate adjustments to the associated overhead costs to the appropriate accounts for
the Maui Division: $23,500 to administrative expenses transferred, $78,500 to employee
benefits transferred; and $15,000 to payroll taxes. (See June 2007 Update, MECO T-8,
and Update Attachment A.) These overhead cost adjustments are discussed in

paragraph 15c, paragraph 15f and paragraph 19, respectively, of this document.
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b. IRP Non-Labor Expense Adjustment

In direct testimony, MECO included $696,000 in its Maui Division test year estimate for
non-labor integrated resource planning costs (see MECO-812 and MECO-WP-812). This
amount reflected a three-year average of actual 2005, part actual and part forecast 2006
(i.e., January to July actual and August to December forecast) and forecast 2007
(MECO-812) expenses, consistent with the methodology used to derive the normalized
IRP general planning costs to be recovered in base rates.’

In its direct testimony, the Consumer Advocate accepted the three-year averaging
approach that had been accepted by the Commission (see response to CA-IR-411.¢e), but
proposed to calculate the three-year average based on the actual 2005, 2006 and assumed
ratable continued spending in 2007, based on actual year-to-date August 2007 spending
by MECO (see CA-T-3, page 58). The three-year average expense proposed by the
Consumer Advocate is $497,627 (see CA-102, Schedule C-10), which results in a
proposed reduction of $198,217 to MECQO's projected non-labor IRP planning costs for
the 2007 test year revenue requirement (CA-102, Schedule C-10; see also CA-102,
Scheduie C, page 3).

During the settlement discussion, MECO agreed to the methodology used by the
Consumer Advocate, but recommended that the computation take into consideration the
updated forecast for the remaining months in 2007, as reflected in MECO’s response to
CA-IR-362, Attachment A (updated 9/27/07). This updated forecast was derived by
MECO after reviewing each line item and estimating the cost for known activities that are
expected to be incurred for the rest of the year including studies related to IRP planning
best practices, and long-term peak forecasting. MECO thus proposed that the test year
IRP general planning costs be $532,029, which is $164,000 ($163,815 rounded up) lower
than the Company’s original test year estimate of $696,000 for the Maui Division. (See
MECO T-8, Attachment 1, attached hereto.)

For purposes of settlement, the Consumer Advocate agreed to MECO’s settlement

proposal. As a result, the Parties agree to reflect $532,029 of IRP general planning costs
in the test year revenue requirement.

c. HECO PNG Marketing Support Adjustment

See Docket No. 99-0207, HELCO 2000 Test Year Rate Case, Decision and Order No. 183635, filed on
February 8, 2001, pages 19 - 21, for the source documents, calculations and references related to the
determination of the IRP costs 1o be included in base rates. See Docket No. 04-0113, HECO 2005 Test
Year Rale Case — Stipulated Settlement Leuter, filed on September 16, 2005, Exhibit 11, page 6, and
HECO-1029, for the source documents and calculations used to determine the 1RP costs to be included in
base rates in Interim Decision and Order No. 22050. See Docket No. 05-0315 Interim Decision and Order
No. 23342, HELCO 2006 Test Year Rate Case, Ntled on April 4, 2007, Exhibit A, page I, Customer Service
Expense, and HELCO T-8, page 16 and 17, and HELCO RT-8, page 6, for the source documents and
calculations used to determine the IRP costs to be mncluded in base rates in the latest HELCO rate case,
Docket No. 05-0315.
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In direct testimony, MECO included $47,531 in its 2007 test year Maui Division estimate
to reflect the intercompany charges from HECO (RA PNG ) for marketing support
provided on MECO’s behalf. (See response to CA-IR-2 for MECO T-8, Attachment B,

page i1.)

In its written testimony, the Consumer Advocate expressed a concern with the
reasonableness of MECO’s projection, noting that the amount is significantly higher than
the actual charges that were incurred in each of the past three years (see CA-T-3, page
59). As aresult, the Consumer Advocate proposed an adjustment of $28,476, 1o reflect
$19,055 in the test year customer service projection. The Consumer Advocate’s
recommendation was based on the three-year average of the actual allocation for the
years 2004, 2005 and 2006. (See CA-102, Schedule C-11; CA-102, Schedule C, page 3.)

For purposes of settlement, the Company agrees to reduce the test year estimate of
intercompany charges from HECO's PNG RA for marketing support by $28,000
(i.e., $28,476 rounded).

d. Payroll Expense Adjustment
For the reasons discussed in Section 10.a. above, the Consumer Advocate proposed a

MECO consolidated (and Maui Division) Customer Service labor expense adjustment of
$33,272, based on the simple average of the Company’s actual beginning and forecasted
end of year Customer Service employee count (i.e., December 31, 2006 and

December 31, 2007, respectively). For purposes of settlement, MECO agrees to accept
the Consumer Advocate’s adjustment. (See MECO T-11, Attachments 3 and 3(DD),
attached hereto.)

ADMINISTRATIVE AND GENERAL (A&G)

15.

A&G expenses represent a diverse group of expenses including operating expenses not
provided for in other functional areas and expenses which represent the total Company
costs for certain specific items (e.g., property insurance costs included in account no.
924). The types of expenses provided for in A&G expenses include (1) administrative
and general labor; (2) office supplies and expenses; (3) outside services for legal, others
and provided by associated companies; (4) property insurance; (5) injuries and damages;
(6) employee benefits; (7) regulatory commission expenses; (8) institutional/goodwill
advertising; (9) miscellaneous general expenses including community service activities,
company memberships, research and development, preferred stock and long-term debt
expenses, and directors’ fees and expenses; (10) rent expense; and (11) maintenance
expense.

Test year A&G O&M expense for consolidated MECO was estimated to be $13,559,700
in direct testimony (see MECO-901, page 20), which was comprised of $12,549,600 for
the Maui Division, $343,700 for the Lanai Division, and $666,400 for the Molokai
Division (see MECO-901, pages 5, 10 and 15, respectively). The direct testimony
estimate was increased by $322,200 to an updated total of $13,881,900 in the Company’s
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June 2007 Update for MECO T-9, which was comprised of $12,855,100 for the Maui
Division, $350,300 for the Lanai Division and $676,500 for the Molokai Division (see

Attachment | of the Update, pages 20, 5, 10 and 15, respectively), filed on July 10, 2007.

In its written testimony, the Consumer Advocate recommended a test year expense

estimate of $13,400,601 (CA-101}, Schedule C, page 1) for consolidated MECO, resulting

in a reduction of $481,299 10 the Company’s June 2007 Update estimate (a reduction of
$159,099 from the Company’s direct testimony estimate).

The test year A&G O&M expense proposed by MECO in its direct testimony and June

2007 Update and the test year estimate proposed by the Consumer Advocate in its direct
testimony are as follows:

Consumer
A&G O&M MECO Direct * | MECO Update ® | Advocate Direct
Maui Division $12,549,600 $12,855,100 $12,397,704
Lanai Division $343,700 $350,300 $341,026
Molokai Division $666,400 $676,500 $661,871
Total Company $13,559,700 $13,881,800 $13,400,601

References:

A - MECO-901, pages 5, 10, 15, and 20, for Maui, Lanai, Molokai and MECO consolidated,

respectively.

B — June 2007 Update, MECO T-9, filed 7/10/07; Update Attachment 1, pages 5, 10, 15, and 20,

for Maut, Lanai, Molokai and MECO consolidated, respectively.
C — CA-102, Schedule C, page 1; CA-103, Schedule C, page 1; CA-104, Schedule C, page {;
CA-101, Schedule C, page | for the Maui, Lanai, Molokai and Consolidated operations,

respectively.

The difference between the Parties resulted from the following six adjustments proposed

by the Consumer Advocate:

. an adjustment to remove the labor costs associated with new employee
positions that have not been filled for the entire 2007 test year (see
CA-T-1, pages 67-79 and (CA-101, Schedule C, page 3 and CA-101,

Schedule C-13);

an adjustment to reduce MECO'’s projected employee benefits expense to
correspond with the Consumer Advocate’s recommended labor cost
adjustments as discussed above (see CA-101, Schedule C, page 3 and
CA-101, Schedule C-14);

an adjustment to remove the Company’s pension asset amortization (see
CA-101, Schedule C, page 3 and CA-101, Schedule C-16);

an adjustment to normalize the non-EPRI research and development
expense that is included in MECO’s test year expense projection (seeCA-
101, Schedule C, page 3 and CA-101, Schedule C-17);
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. an adjustment to remove a software amortization that is expiring in
September 2007 (see CA-101, Schedule C, page 4 and CA-101, Schedule
C-18); and
. an adjustment to normalize the Ho’omaika’i award costs (see CA-101,

Schedule C, page 4 and CA-101, Schedule C-20).

For purposes of settlement, MECO and the Consumer Advocate have reached agreement
on all six adjustments, as described in greater detail below. The result is a test year
estimate of $13,306,347 for MECO consolidated, which is comprised of $12,303,194 for
the Maui Division, $341,176 for the Lanai Division and $661,977for the Molokai
Division. The agreed upon test year estimate is $575,553 less than MECO's June 2007
Update estimate and also reflects the removal of corporate administration and employee
benefits expenses (see subparagraphs 15c and 15f, respectively) associated with the
reclassification of the DSM Program expenses for the three Customer Service employees
whose labor costs are to be recovered through the IRP surcharge, as opposed to base
rates, as discussed in paragraph 14.a. above. The test year estimate for A&G O&M
expense based on the agreement of the parties is summarized as follows:

A&G O&M Expense Agreement of Parties

Maui Division $12,303,194
Lanai Division $341,176
Molokai Division $661,977
Total Company $13,306,347

a. Employee Count Adjustment (CA-101, Schedule C-13)
In CA-T-1 (Exhibit CA-101, Schedule C-13), the Consumer Advocate initially proposed

a consolidated A&G O&M labor expense adjustment of $5,041 based on the same
methodology and rationale for the proposed payroll adjustments to the other functional
expenses (Exhibit CA-101, Schedule C-13) - i.e., the simple average of the Company’s
actual A&G employee count at the beginning of the year and the end of year estimate
(i.e., December 31, 2006 and December 31, 2007, respectively). During the settlement
discussions, the Company represented that in the first six months of 2007, it incurred
unbudgeted overtime for RAs “MDK” and “MDR” and proposed reducing the Consumer
Advocate’s MECO consolidated (and Maui Division) A&G labor expense adjustment by
$3,113. (See the Payroll Expense Adjustment section for T&D above.) After reviewing
the information the Consumer Advocate agreed to revise its MECO consolidated (and
Maui Division) adjustment to $1,928 (see MECO T-11, Attachments 3 and 3(E), attached
hereto). For purposes of settlement, MECO accepts the Consumer Advocate’s revised
adjustment.

b. Ho’omaika’'i Award Costs (CA-101, Schedule C-20)
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MECO included $93,650 for total MECO in its direct testimony test year estimate for
Administrative and General direct non-labor, account no. 920, for Ho’omaika’i Award
costs (MECO T-9 response to CA-IR-2, Attachment C). In the June 2007 Update, the
Company reduced its test year estimate for Ho’omaika’i Award costs by $36,900 to
remove the costs associated with the terminated Ho’okina Program (see June 2007
Update, MECO T-9, page 1). As a result of the adjustment made in the June 2007
Update, the Company’s test year estimate for Ho’omaika’i Award costs was reduced
from $93,650 to a consolidated $56,750 ($93,650 - $36,900 = $56,750), which was
comprised of $52,636 for the Maui Division, $1,390 for the Lanai Division and $2,724
for the Molokai Division.

The Consumer Advocate noted in CA-T-1, page 103, beginning on line |, that MECO did
not meet all safety goals in 2004 and 2006. Consequently, the Consumer Advocate
proposed a further adjustment of $24,489 based on a normalized four-year average of
award costs recorded for 2004 - 2006 and forecast for 2007 (see CA-T-1, page 103,
beginning on line 12, and Exhibit CA-101, Schedule C-20).

For purposes of settlement, the Company accepts the Consumer Advocate’s proposed
$24,489 consolidated reduction to test year Ho’omaika'i award costs, which is comprised
of $22.,714 for the Maui Division, $600 for the Lanai Division and $1,175 for the
Molokai Division. The adjustment results in a normalized test year estimate of $32,261
for consolidated Ho’omaika’i award costs, which is comprised of $29,922 for the Maui
Division, $790 for the Lanai Division and $1,549 for the Molokai Division.

C. DSM Employee Reclassification — Corporate Admintstration Overheads (CA-101,
Schedule C-9)

As discussed in paragraph 14.a. above (i.e., Customer Service expense), the Consumer
Advocate proposed an adjustment in CA-T-3 (pages 53-55) to reverse the recovery of the
labor costs for three employees from base rates to the IRP surcharge. Consistent with the
Parties’ agreement regarding the “DSM Employee Reclassification Adjustment” in the
Customer Services section above, the Parties agree to the aforementioned adjustment to
reduce the test year estimate for account no. 922 (administrative expenses transferred) by
a consolidated $23,521 comprised of $23,521 for Maui, $0 for L.anai, and $0 for Molokai,
for the purpose of reaching a global settlement in this proceeding.

d. Expiring Software Amortization (CA-101, Schedule C-18)
MECO included 361,066 for total MECO in its direct testimony test year estimate for

account no. 923.03, outside services — associated companies, for Ellipse maintenance
expense (MECO T-9 response to CA-IR-2, Attachment B), which was comprised of
$56,639 for the Maui Division, $1,496 for the LLanai Division, and $2,931 for the
Molokai Division. The Company’s $61,066 test year estimate for Ellipse maintenance
expense included $23,202 for the amontization of software licensing fees which the
Company confirmed, in its response to CA-IR-371, part a., was to expire in September
2007. Based on this representation, the Consumer Advocate maintained that “[i]t is
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necessary and appropriate to remove this amortization expense that will not continue
beyond September 30, 2007 (see CA-T-1, page 91, lines 4 and 5 and Exhibit CA-101,
Schedule C-18). As a result, in its direct testimony, the Consumer Advocate
recommended an adjustment to remove the expiring amortization of software expenses
amounting to $23,202 on a consolidated company basis, included by MECO in account
no. 923.03.

For purposes of settlement, the Company accepts the Consumer Advocate’s proposal to
remove $23,202 for the expiring amortization of software licensing fees from the test
year expenses, resulting in a normalized consolidated test year estimate of $37,864
($61,066-$23,202=%$37,864) for Ellipse maintenance expense, which is comprised of
$35,119 for the Maui Division, $928 for the Lanai Division and $1,817 for the Molokai
Division.

e. Employee Count Adjustment (CA-101, Schedule C-14)

In Exhibit CA-101, Schedule C-14, the Consumer Advocate calculated the reduction of
MECO’s revised forecast of employee benefit expenses to reflect the labor cost
adjustment associated with the employee count reduction proposals based on the average
test year concept as discussed in paragraphs 10.a., 11.a., 12.a., and 14.d., above (11.5
employees as shown on CA-101 Schedule C-14, as reflected in CA-WP-{01-Cl14, p. I).
Based on the estimated net headcount reduction, the Consumer Advocate’s proposed
consolidated reduction for the associated employee benefits expense was $56,392
(Exhibit CA-101, Schedule C, page 3, and Schedule C-14).

Based on the settlement reached with regard to the average number of employees for the
2007 test year revenue requirement calculation, the Parties agree to reduce the net
headcount reduction by one employee (0.5 for MGD and 0.5 for MDE) to 10.5
employees. As a result, the Parties also agree to a reduction of $4,699 to the Consumer
Advocate’s consolidated adjustment to employee benefits, resulting in a consolidated
$51,693 reduction in employee benefits expense consisting of $48,103 for the Maui
Division, $1,356 for the Lanai Division, and $2,234 for the Molokai Division (see MECO
T-11, Attachment 3(F), attached hereto).

f. DSM Employee Reclassification — Employee Benefits (CA-101, Schedute C-9)
MECO’s estimate for employee benefits expenses is reduced by $78,446 net of amounts

transferred (June 2007 Update, MECO T-9, Attachment 1, pp. 24, 41), comprised of
$78.,446 for the Maui Division, $0 for the Lanai Division and $0 for the Molokai
Division, to reflect the reclassification of DSM Program expenses for the three Customer
Service employees removed from base rates (to be recovered through the IRP Clause) as
discussed in paragraph 14 and subparagraph 14.a. The Parties agree to this reduction.

g. Pension Asset Amortization (CA-101, Schedule C-16)

In the June 2007 Update for MECO T-9, the Company proposed to update its pension
estimates to reflect a pension tracking mechanism, similar to the pension tracking
mechanism that was agreed to by HELCO and the Consumer Advocate in the HELCO
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2006 test year rate case {Docket No. 05-0315) and approved by the Commission on an
interim basis in Interim Decision and Order No. 23342, filed on April 4, 2007. To
include the estimated amortization of the pension asset balance as of December 31, 2007
(see June 2007 Update MECO T-9, page 3 and Update Attachment 5, page 1), as
specified in its proposed pension tracking mechanism, MECO increased its consolidated
test year 2007 estimate for account no. 926000 by $241,800, comprised of $225,200 for
the Maui Division, $6,600 for the Lanai Division and $10,000 for the Molokai Division.

The Consumer Advocate recommended against including MECO’s estimated pension
asset in rate base and, therefore, the amortization of such asset in the test year expense
(see CA-T-1, pages 21, 22 and 59-61).

Based on the settlement reached with regard to the ratemaking treatment of the pension
asset, amortization of the pension asset and implementation of the pension tracking
mechanism, the Parties agree to exclude the amortization of the test year ending pension
amount and to modify the proposed pension tracking mechanism as discussed in
paragraph 23.

h. Non-EPRI Research and Development Expense (CA-101, Schedule C-17)

In its direct testimony, MECO included a consolidated $255,379 test year estimate for
account no. 930.2 (miscellaneous general expenses), for non-EPRI research and
development costs (MECO-918), which was comprised of $255,379 for the Maui
Division, $0 for the Lanai Division and $0 for the Molokai Division. The Company’s
test year estimate was based on specific projects and programs identified in MECO-918.
In its direct testimony, the Consumer Advocate recommended an adjustment to normalize
the consolidated $255,379 test year estimate MECO proposed for non-EPRI research and
development costs (MECO-918). The Consumer Advocate’s recommendation was based
on a three-year average, including recorded costs for 2005 and 2006 and MECO'’s
updated 2007 test year estimate (CA-T-1, pages 81 and 82, and Exhibit CA-101,
Schedule C-17). The resulting test year expense proposed by the Consumer Advocate
was $125,005, based on an adjustment in the amount of $130,374 (see Exhibit CA-101,
Schedule C-17).

For purposes of settlement, MECO accepts the Consumer Advocate’s proposal to reduce
the test year estimate for non-EPRI research and development expense in account no.
930.2 by $130,374 to a consolidated test year estimate of $125,005, which is comprised
of $125,005 for the Maui Division, $0 for the Lanai Division and $0 for the Molokai
Division. In addition, MECO accepts the Consumer Advocate’s proposal to require
MECO to provide a full and complete accounting of its research and development costs
in its next rate case filing (CA-T-1, page 88, beginning at line 15, and page 89).
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DEPRECIATION AND AMORTIZATION
16. Depreciation expense represents the expiration or consumption, in whole or in part, of the

service life, capacity, or utility of property used in the provision of the regulated service.
The test year depreciation and amortization expense estimates were calculated by first
determining the estimated test year depreciation accrual and then adjusting for vehicle
depreciation, Contribution in Aid of Construction amortization, Federal investment tax
credit amortization, and the amortization of net regulatory assets and liabilities related to
Statement of Financial Accounting Standards No. 109, Accounting for Income Taxes.

The Company’s test year consolidated estimate of depreciation expense submitted in
direct testimony, which was based on estimated depreciable utility plant balances as of
January 1, 2007, was $28,872,000, including $26,597,000 for the Maui Division,

$1,244 000 for the Lanai Division, and $1,031,000 for the Molokai Division (see MECO-
1201). The Company’s test year estimate of the test year consolidated average
accumulated depreciation submittted in direct testimony was $354,353,000, including
$323,681,000 for the Maui Division, $14,315,000 for the Lanai Division, and
$16,357,000 for the Molokai Division (see MECO-1202, pages 1 and 2).

With the update of the beginning of test year rate base with actual plant additions in
2006, test year consolidated depreciation expense was reduced by $859,000 to
$28,011,000, including $25,619,000 for the Maui Division, $1,264,000 for the Lanai
Division, and $1,128,000 for the Molokai Division (see June 2007 Update, MECO T-12,
page 4, filed on July 3, 2007). The updated estimate of the test year consolidated average
accumulated depreciation increased by $106,000 from $354,353,000 to $354,459,000,
including $323,775,000 for the Maui Division, $14,295,000 for the Lanai Division, and
$16,389,000 for the Molokai Division (see June 2007 Update, MECO T-12, pages 5 and
6, MECO-1202) due to the inclusion of 2006 recorded data, lower estimated 2007
depreciation accrual, and higher estimated 2007 property retirements and salvage values
(see June 2007 Update, MECO T-12).

In its direct testimony, the Consumer Advocate did not recommend any adjustments to
the Company’s test year estimates for depreciation and amortization expense and the
average accumulated depreciation balances reflected in the 2007 test year rate base.

As a result, the Parties agree to a test year estimate for depreciation and amortization
expense of $28,011,000 for consolidated MECO, which is comprised of $25,619,000 for
the Maui Division, $1,264,000 for the Lanai Division, and $1,128,000 for the Molokai
Division. In addition, the Parties agree to a test year estimate for average accumulated
depreciation for consolidated MECO of $354,459,000, which is comprised of
$323,775,000 for the Maui Division, $14,295,000 for the Lanai Division, and
$16,389,000 for the Molokai Division.

TAXES OTHER THAN INCOME TAXES (*TOTIT”)
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17. TOTIT are taxes related either to utility revenue or to payroll. The taxes related to utility

revenue include the State Public Service Company (“PSC”) tax, the State Public Utility
fee and the County Franchise Royalty tax. The taxes related to payroll include the
Federal Insurance Contribution Act and Medicare (“FICA/Medicare”™) taxes, the Federal
Unemployment (“FUTA") tax and the State Unemployment (“SUTA"™) tax.

In MECO’s direct testimony (MECO T-13}, the Company proposed a consolidated 2007
test year estimate for TOTIT of $33,068,000 at present rates and $34,748,000 at proposed
rates, as follows:

Taxes Other Than Income Taxes
Direct Testimony
At Present Rates At Proposed Rates | Source
Maui Division $30,918,000 $32,490,000 MECO-1301
Lanai Division $952,000 $1,000,000 MECO-1301
Molokai Division $1,198,000 $1,258,000 MECO-1301
Total Company $33,068,000 $34,748,000 MECO-1301

In its June 2007 Update for MECO T-13, filed on August 24, 2007, the Company updated
its test year estimate for payroll taxes for the Maui Division, resulting in a reduction of
316,000 to the consolidated TOTIT projection as follows:

Taxes Other Than Income Taxes
June 2007 T-13 Update

At Present Rates

At Proposed Rates

Source

Maui Division $30,902,000 $32,474,000 June Update, page 1
Lanat Division $952,000 $1,000,000 June Update, page |
Molokai Division $1,198,000 $1,258,000 June Update, page |
Total Company $33,052,000 $34,732,000 June Update, page 1

In its direct testimony, the Consumer Advocate recommended a consolidated test year
estimate for Taxes Other Than Income Taxes of $33,002,000 (CA-101, Schedule C, page
1), resulting in a proposed decrease of $50,000 to the Company’s June 2007 Update
estimate (a reduction of $66,000 from the Company’s direct testimony estimate). The
two adjustments proposed by the Consumer Advocate were as follows:

an adjustment to reduce the estimated revenue taxes related to ECAC
revenue adjustment (CA-101, Schedule C, page 2 and CA-101, Schedule
C-3); and
an adjustment to reduce the estimated payroll taxes related to average
staffing adjustments proposed by the Consumer Advocate and discussed in
paragraphs 10.a., l1.a., 12.a., and 14.d. above. (CA-10!, Schedule C, page
3 and CA-101, Schedule C-15)
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Based on the Parties’ settlement of the ECAC revenues, as discussed in paragraph 8
above, and the settlement reached on the test year labor costs, as discussed in paragraphs
10.a,, 11.a., 12.a., and 14.d. above, the Parties agree to a revised Taxes Other Than
Income Taxes consolidated test year estimate of $33,008,000 and $34,178,000 at present
and proposed rates, respectively, as noted below:

Taxes Other Than Income Taxes
Settlement Test Year Estimates

At Present Rates At Proposed Rates
Maui Division $30,863.000 $31,763,000
Lanai Division $949.000 $1,116,000
Molokai Division $1,196.000 $1,299,000
Total Company $33,008.000 $34,178,000

Reference: Statement of Probable Entitlement, page 1 of Exhibits 1, 2, 3 and 4.

Revenue Taxes
In its direct testimony, MECO included $31,690,000 of consolidated revenue taxes in the
2007 test year at present rates, and $33,370,000 at proposed rates, as follows:

Revenue Taxes
Direct Testimony

At Present Rates At Proposed Rates | Source
Maui Division $29,665,000 $31,237,000 MECO-1301
Lanai Division $896,000 $944,000 MECO-1301
Molokai Division $1,129,000 $1,189,000 MECO-1301
Total Company $31,690,000 $33,370,000 MECO-1301

There was no update 1o the Company’s test year revenue tax estimate included in the
MECO T-13 June 2007 Update.

In its direct testimony, the Consumer Advocate recommended a reduction to MECO’s
consolidated test year estimate for revenue taxes of $13,998 (CA-101, Schedule C, page 2
and CA-101, Schedule C-3) to correspond with the proposed adjustment to fuel and
purchased energy expenses, which affects the test year ECAC revenues (see CA-T-3,
pages 10 and 11).

As explained in paragraph 8 above, the Parties agreed on the test year ECAC revenues,
which results in the following test year revenue tax projections:

| l

Revenue Taxes
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Settlement Test Year Estimates
At Present Rates At Proposed Rates
Maui Division $29,664,000 $30,564,000
Lanai Division $896,000 $1,063,000
Molokai Division $1,129,000 $1,232,000
Total Company $31,689,000 $32,859,000

Reference: Statement of Probable Entitlement, page 6 of Exhibits 1, 2, 3 and 4.

19, Payroll Taxes
In its direct testimony, MECO included $1,378,000 of consolidated payroll taxes

chargeable to O&M expenses in the 2007 test year, which was comprised of $1,253,000
for the Maui Division, $56.000 for the Lanai Division and $69,000 for the Molokai
Division (MECO-1301). The payroll taxes are based on the tax rates set forth by the
Federal and State government applied to the compensation base that is subject to such
tax. In its June 2007 Update, the Company updated its test year consolidated payroll tax
estimate to $1,362,000, which was comprised of $1,237,000 for the Maui Division,
$56,000 for the Lanai Division and $69,000 for the Molokai Division (June 2007 Update,
MECO T-13, page |, and Attachment 1, page 1). The updated estimate reflected (a) an
update of labor costs, which affected payroll tax expense; (b) an updated SUTA tax rate
and (C) an updated SUTA maximum wage base and resulted in a $16,000 net decrease to
consolidated test year expenses ($1,378,000-$1,362,000=%16,000), all to the Maui
Division.

In its direct testimony, the Consumer Advocate recommended reducing payroll taxes by
$35,710, to be consistent with the Consumer Advocate’s recommended payroll expense
adjustments discussed above (CA-101, Schedule C-15). In addition, the Consumer
Advocate recommended a payroll tax reduction of $15,183 due to the reclassification of
DSM program labor costs from base rates to the IRP surcharge cost recovery mechanism
(Exhibit CA-102, Schedule C-9).

As discussed above, the Parties have reached agreement on the labor costs to be included
in the 2007 test year revenue requirement for each Division. Thus, the Company and the
Consumer Advocate also agree on the test year payroll expense of $1,319,000, which is
comprised of $1,199,000 for the Maui Division, $53,000 for the LLanai Division and
$67,000 for the Molokai Division (MECO T-13, Attachment 2, attached hereto).

INCOME TAXES

20. In its direct tesumony (MECO T-13), the Company proposed a consolidated 2007 test
year estimate for Income Taxes of $9,071,000 at present rates and $15,797,000 at
proposed rates, as follows: '

| ] Income Taxes | —|
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Direct Testimony
At Present Rates At Proposed Rates | Source

Maui Division $9,122,000 $15,415,000 MECQ-1302

Lanai Division -$175,000 $16,000 MECO-1302

Molokai Division $124,000 $366,000 MECO-1302

Total Company $9,071,000 $15,797,000 MECO-1302

In its June 2007 Update for MECO T-13, the Company indicated that its estimate of
income taxes for the test year will be revised for revisions to the interest expense
adjustment to reflect the revised 2007 test year estimate of AFUDC (see June 2007
update of MECO-WP-102) and revisions to the test year estimates of revenues and
expenses at present rates and at proposed rates (MECO T-13, June 2007 Update, page 1).

In its direct testimony, the Consumer Advocate’s estimate of income taxes for the test
year was $9,883,000 (CA-101, Schedule C, page 1), which was $812,000 more than the
Company’s estimate at present rates. MECO and the Consumer Advocate used the same
tax rates and methodology to compute the test year income tax expense. The difference
between the Parties’ estimates of income tax expense resulted primarily from the
differing revenue and expense estimates, as discussed above, that contribute to higher
taxable income in the Consumer Advocate’s calculation. In addition, the Consumer
Advocate recommended that MECO’s estimated Domestic Production Activities
Deduction (“DPAD?") for test year 2007 be fixed at $1,127,000, résulting in a fixed
estimated federal tax effect of $394.000.

During the settlement discussions, the Parties resolved this issue as explained in the
“Section 199 Deduction,” subparagraph 20.a. below. Based on the resolution of this
issue and the settlement reached on the test year revenues and O&M expense projections
as described herein, the Parties agree for purposes of settlement to a revised consolidated
Income Tax expense estimate for the 2007 test year of $3,586,000 at present rates and
$14,273,000 at proposed rates, as follows:

Income Taxes
Settlement Test Year Estimates
At Present Rates At Proposed Rates
Maui Division $9,672,000 $13,282,000
Lanai Division -$184,000 $483,000
Molokai Division $98,000 $508,000
Total Company $9,586,000 $14,273,000

Reference: Statement of Probable Entitlement, page 1 of Exhibits 1, 2, 3 and 4.

a. Section 199 Deduction

MECO’s response to CA-IR-376 included the calculation of the Company’s test year
Internal Revenue Code (“IRC”) Section 199 deduction estimate. The Section 199
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deduction resulted from the American Jobs Creation Act of 2004, which provided tax
relief for U.S. based manufacturing activities, including the production of electricity.
MECQ’s estimated Domestic Production Activities Deduction (DPAD) for test year 2007
was inittally $1,127,000 for total MECO, and the estimated related federal tax effect was
$394,000 (see MECO’s response to CA-IR-376, page 3). The consolidated $394,000 was
comprised of $362,000 for the Maui Division, $15,000 for the Lanai Division and
$17,000 for the Molokai Division (allocated based on relative plant balances at 12/31/06
as shown in MECO’s response to CA-IR-380, page 3).

In its direct testimony, the Consumer Advocate stated that MECO’s Section 199
deduction calculation assumptions in its Update filing were overly conservative, but to
simplify the issues in this proceeding, the Consumer Advocate did not propose any
adjustments (see CA T-3, page 61). The Consumer Advocate accepted MECO’s
$394,000 estimate, but recommended that .. .this value be fixed and not be revised for
later changes in input values or the rate of return awarded by the Commussion, because
multiple complex and potentially offsetting adjustments are actually required to fully
update the Section 199 deduction to mirror the methods used to actually calculate the
deduction taken by the Company on its tax return.” (See CA-T-3, page 62).

Although MECO did not agree with fixing the $394,000 estimate, as a result of
settlement discussions, the Parties agree to an updated consolidated DPAD test year
estimate of $1,061,000, and the estimated related federal tax effect of $371,000, which is
comprised of $341,000 for the Maui Division, $14,000 for the Lanai Division and
$17,000 for the Molokai Division (MECO T-13 Attachment 1, attached hereto). The
agreed upon estimate reflects most, but not all, of the settlement test year estimates, and
the Parties accept the updated DPAD estimate as reasonable for settlement purposes. The
updated estimale increases consolidated income tax expenses by $23,000 ($394,000-
$371,000=%$23,000). The Consumer Advocate reserves the right to reconsider the
attribution of indirect overheads within the calculation of DPAD in future rate case
proceedings, as tax regulation uncertainties regarding the allocation of expenses that are
supportive in function to production activity in the determination of the DPAD are
resolved.

RATE BASE

Rate base represents the net investment that is used or useful for public utility purposes
and that has been funded by the Company’s investors. (See MECO T-135, page 2)
MECO calculated an average rate base by dividing the sum of the 2006 and 2007 year-
end balances for each component of rate base by two.

Investments in assets include all investments necessary to provide reliable electric service
to MECO’s customers. In direct testimony, MECQO’s investments in assets consisted of
the following components: (1) net cost of plant in service, (2) property held for future
use, (3) fuel inventory, (4) materials and supplies inventory, (5) unamortized net
statements of financial accounting standards (“SFAS”) No. 109 regulatory asset, (6)
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pension asset, (7) other post retirement benefits other than pensions (“OPEB™) amount,
(8) unamortized system development costs, and (9) working cash. (MECO T-135, page 3):

Funds from non-investors are funds that are invested in assets to provide reliable electric
service that are from sources other than investors. In direct testimony, funds from non-
investors consisted of the following components: (1) unamortized contributions in aid of
construction (“CIAC”), (2) customer advances for construction, (3) customer deposits,
{4) accumulated deferred income taxes, and (5) unamortized investment tax credits. (See
MECQ T-13, page 33):

The following reflects the Company estimated 2007 test year consolidated average rate
base at present rates.

MECO
Maui Lanaij Molckai Consolidated
(MECO-1502) (MECO-1508) | (MECO-1514) (MECQ-1501)
Net Plant in Service $398,136,000 $15,187,000| $18,039,000| $431,361,000
Property Held for Future $2.633,000 $0 50 $2,633,000
Use
Fuel Inventory $14,629,000 $550,000 $632,000| $15,811,000
M&S Inventory $11,263,000 $193,000 $165,000 $11,651,000
Unamortized Net SFAS $7.972,000 $429,000 $518,000 $8,918,000
109 Regulatory Asset
Pension Asset $3,093,000 $90,000 $139,000 $3,321,000
Unamortized System $217,000 $7,000 $10,000 $233,000
Development Costs
Working Cash at Present $7,343,000 $338,000 $295,000 $7,976,000
Rates
Unamortized CIAC $(50,082,000) $(1,983,000 $(3,301,000y $(55,365,000)
Customer Advances $(4,271,000) $(249,000 $(154,000) $(4,673,000)
Customer Deposits $(3.601,000) $(95,000) $(187,000 $(3,883,000)
Accumulated DIT $(18,823,000) $(782,000) $(913,000 (20,518,000)
Unamortized ITC $(10,279,000) $(428,000) $(499,000%  $(11,205,000)
Average Rate base at $358,230,000 $13,257,000| $14,775,000| $386,261,000
Present Rates
Change in working cash $(207,000) $(6,000 $(8,000) $(221,000)
Average Rate base at $358,023,000 $13,251,000| $14,767,000( $386,040,000
Proposed Rates

Subsequently, MECO updated its test year consolidated estimate to $385,763,000 (see
MECO response to CA-IR-304, Attachment A), based on updated rate base component
amounts such as the replacement of 2006 year-end estimates with recorded amounts,

updates to the 2007 test year estimates, and changes to working cash.
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MECOQO
Maui Lanai Molokai Coensolidated
(CA-IR-304, (CA-IR-304, (CA-IR-304, (CA-IR-304,
Attachment A, Attachment A, | Attachment A, Attachment A,
page 12) page 25) page 38) page 3)

Net Plant in Service $398,837,000 $15,450,000 518,123,000 $432,410,000
Property Held for Future $2,633,000 $0 $0 $2,633,000
[se
Fuel Inventory $14,629,000 $550,000 $632,000 $15,811,000
M&S Inventory $10,436,000 $141,000 $178,000] $10,755,000
Unamortized Net SFAS $6,930,000 $379,000 $444,000 $7,753,000
109 Regulatory Asset
Pension Asset $2,989,000 $84,000 $143,000 $3,216,000
Working Cash at Present $7,121,000 $329,000 $282,000 §7,732,000
Rates
Unamortized CIAC $(51,782,000) $(2,006,000y  $(3,343,000) $(57,131,000)
Customer Advances $(4,963,000) $(207,000 $(126,000)  $(5,296,000)
Customer Deposits $(3,413,000) $(91,000 $(177,000)  $(3,681,000)
Accumulated DIT $(15,413,000) $(640,000 $(748,000) $(16,801,000)
Unamortized ITC $(10,676,000) $(444,000) $(518,000) $(11,638,000)
Average Rate base at $357,328,000 $13,545,000 $14.,800,000f $385,763,000
Present Rates
Change in working cash $(174,000) $(24,000) $(15,000) $(213,000)
Average Rate base at $357,154,000 $13,521,000 $14,875,000] $385,550,000

Proposed Rates

AVERAGE TEST YEAR RATE BASE COMPONENTS
NOT ADJUSTED BY THE CONSUMER ADVOCATE

MECO

Maui Lanai Molokai Consolidated

IS‘““ Plantin $398,837,000 $15.450,000 $18,123.000 | $432.410,000
ervice

Property Held for
Futors Use $2,633,000 $0 $0 $2,633,000
Materials and
Supplies $10,436,000 $141,000 $178,000 $10,755,000
Inventory
g;‘j‘gomzed $(51.782,000) $(2,006,000) $(3,343,000) | $(57,131,000)
Customer
dvances $(4,963,000) $(207,000) $(126,000) $(5,296,000)
Customer
Deposits $(3,413,000) $(91,000) $(177,000) $(3,681,000)
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Unamortized
ITC

$(10,676,000)

$(444,000)

$(518,000)

$(11,638,000)

Reference: MECO response to CA-IR-304, Attachment A, pages 3, 12, 25, and 38)

In its direct testimony, the Consumer Advocate recommended the following test year
estimates for MECO’s consolidated rate base.

MECO
Maui Lanai Molokai Consolidated
(CA-102, (CA-103, (CA-104, (CA-101,
Schedule B) Schedule B) Schedule B) Schedule B)
Net Plant in Service $398,837,000 $15,450,000 $18,123,000] $432,410,000
Property Held for Future $2.,633,000 $0 $0 $2,633,000
Use
Fuel Inventory $11,027,000 $550,000 $632,000| $12,209,000
M&S Inventory $10,436,000 $141,000 $178,000 $10,755,000
Unamortized Net SFAS $6,930,000 $379,000 $444,000 $7,753,000
109 Regulatory Asset
Pension Asset $0 $0 $0 50
Working Cash at Present $6,847,000 $321,000 $274,000 $7.442,000
Rates
Unamortized CIAC $(51,782,000) $(2,006,000)  $(3,343,000y $(57,131,000)
Customer Advances $(4,963,000) $(207,000) $(126,000y  $(5,296,000)
Customer Deposits $(3,413,000) $(91,000) $(177,000)  $(3,681,000)
Accumulated DIT $(16,198,000) $(672,000) $(786,000) $(17,656,000)
Unamortized ITC $(10,676,000) $(444,000) $(518,000)0 $(11,638,000)
Average Rate base at $349,679,000 $13,421,000 $14,701,0001 $377,800,000
Present Rates
Change in working cash $(98,000) $(3,000) $(4,000) $(105,000)
Average Rate base at $349,581,000 $13,418.,0600 $14,697,000| $377,696,000

Proposed Rates

As noted from a comparison of the above tables, the difference between MECO and the
Consumer Advocate results from the following six adjustments proposed by the
Consumer Advocate:

¢ an adjustment to remove from the test year rate base MECO’s proposal to tnclude
the pension asset and the associated accumulated deferred income taxes (“ADIT™)
(see CA-101, Schedule B-2);

* an adjustment to reduce MECO’s estimate of the Maui Division’s fuel inventory
for industrial fuel oil (“IFO”) and diesel fuel due to the lower days inventory
recommendation described in CA-T-2 (see CA-101, Schedule B-3);
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e removal of MECO's proposal to include the ADIT associated with AFUDC in
Construction Work in Progress (“CWIP") and 1ax capitalized interest (“TCI"),
emission fees and IRP/DSM program costs (see CA-101, Schedule B-4);

¢ removal of MECO’s proposal to treat the Regulatory Asset for AFUDC Equity
Tax Gross Up related to AFUDC in CWIP,

o an adjustment to correct MECQO’s estimated ADIT associated with emission fees
(see CA-101, Schedule B-4); and

e removal of MECQO’s proposal to include the pension asset amortization and
pension expense in the calculation of working cash (see CA-101,Schedule B-5).

Based on the discussion contained in the paragraphs 22-29 below, the Parties have
reached agreement on each of these differences. In addition, the Parties have agreed on
the implementation of a pension tracking mechanism and an OPEB tracking mechanism.
As a result of these settlements, the Parties agree on the following 2007 test year average
rate base estimates.

AVERAGE RATE BASE
SETTLEMENT TEST YEAR ESTIMATE

Division Rate Base at Present Rates Rate Base at Proposed Rates
Maui $354,840,000 $354,721,000
Lanai 13,492,000 13,470,000
Molokai 14,791,000 14,777,000
MECO Consolidated $383,123,000 $382,968,000

Reference: Statement of Probable Entitlement, page 1 of Exhibits [, 2, 3, 4.

Pension Asset

MECO proposed to inctude $3,216,000 of pension asset in the test year average rate base
(see June 2007 Update, MECO T-9, Attachment 5, page 1). The Consumer Advocate
opposed the inclusion of the pension asset in rate base (CA-101, Schedule B-2). MECO
and the Consumer Advocate agreed that the exclusion of all or a portion of the pension
asset in rate base would also require a corresponding adjustment to the (“ADIT™) reserve.
The portion of ADIT associated with the pension asset amounted to $1,251,397 (CA-101,
Schedule B-2).

The Parties took similar positions in Docket No. 04-0113 (HECO 2005 TY rate case) and
Docket No. 2006-0386 (HECO 2007 TY rate case). In Amended Proposed Final
Decision and Order No. 23768 in Docket No. 04-0113, the Commiussion ruled that
HECO'’s pension asset should not be included in HECQO's 2005 TY rate base based on the
facts of the HECO situation. Although the Company respectfully disagrees with the
conclusion of Amended Proposed Final Decision and Order No. 23768, for purposes of
reaching a global settlement, MECO accepts the Consumer Advocate’s proposed
exclusion of the pension asset from rate base {with the reversal of the associated ADIT)
in this proceeding.




23.

24.

25.

Exhibit [
Page 42 of 51

Pension Tracking Mechanism

In the HELCO 2006 test year rate case (Docket No. 05-0315) and the HECO 2007 test
year rate case (Docket No. 2006-0386), the Parties agreed to the implementation of a
pension tracking mechanism. Similarly, in this proceeding, MECO and the Consumer
Advocate agreed 1o the implementation of a pension tracking mechanism. Based on the
facts and circumstances unique to each Company, the agreed to pension tracking
mechanisms included a pension asset amortization for HELCO, but not for HECO. In
the instant proceeding, however, the Consumer Advocate disagreed with MECO’s
proposal to include the pension asset amortization amounting to $241,800 in test year
revenue requirements (CA-101, Schedule C-16). For purposes of settlement in this
docket, MECO agreed to exclude the amortization of the test year ending pension
amount. In addition, the Parties agree to modify the Consumer Advocate’s proposed
pension tracking mechanism to reflect a requirement for MECO to fund the minimum
required level under the law until the existing pension asset balance is eliminated.
Reduced funding would reduce the pension asset. When the existing pension asset
amount is reduced to zero, the Company will fund the NPPC as specified in the pension
tracking mechanism for MECO. If the existing pension asset amount 18 not reduced to
zero by the next rate case, the Parties would address funding requirements for the pension
tracking mechanism in that proceeding. MECO T-9, Attachment 2 (attached hereto)
provides the terms of the pension tracking mechanism for MECO. The terms are the
same as those agreed to by HECO and the Consumer Advocate in the HECO 2007 test
year rate case (Stipulated Settlement Letter, filed September 5, 2007 in Docket No. 2006-
0386, HECO T-10 Attachment 2).

OPEB Tracking Mechanism

For purposes of settlement, MECO and the Consumer Advocate also agreed to the
implementation of an OPEB tracking mechanism in this case, consistent with the
agreement reached in the HELCO 2006 test year rate case (Docket No. 05-0315) and the
HECO 2007 test year rate case (Docket No. 2006-0386). MECO T-9, Attachment 3
(attached hereto) provides the terms of the OPEB tracking mechanism for MECO, which
are the same as those agreed to by HECO and the Consumer Advocate in the HECO 2007
test year rate case (June 2007 Update, HECO T-10, Attachment 9 in Docket No. 2006-
0386).

Fuel Inventory
In its direct testimony, MECO’s estimate of consclidated test year fuel inventory value

was $15,811,090, including $14,628,834 for the Maui Division, $549,917 for the Lanai
Division, and $632,339 for the Molokai Division. (See MECO-408.) Based on an
analysis of the fuel delivery process and MECO's historical inventory levels, MECO
concluded that it needs to carry 37 days of Industrial Fuel Oil (“IFO”) inventory and 30
days of diesel fuel inventory for the Maui Division to maintain a reliable fuel supply to its
generating units, even if disruptions of reasonable scope occur in the supply chain. (See
MECQO T-4, pages 41-49; MECO-409.)
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The Consumer Advocate performed its own analysis based partially on information
provided in MECOQ’s T-4 testimony and recommended that the Maui Division fuel
inventory should be based on a 30-day supply of IFO (CA-T-2, pages 29-33; CA-208)
and a 22-day supply of diesel fuel (CA-T-2, pages 33-36, CA-208). The Consumer
Advocate’s recommended inventory day supply of fuel was valued at $11,026,849 (CA-
208, page 1), or $3,602,000 (rounded) below MECQO’s estimate of $14,628,834. Note
that the Consumer Advocate did not oppose MECQ's proposed fuel inventory levels of
the Lanai and Molokai Divisions.

Although the Consumer Advocate continued to have concerns with the lack of support
for MECO'’s proposed fuel inventory levels, for the purposes of reaching a global
settlement on the test year revenue requirements for this proceeding, the Consumer
Advocate agreed to reflect MECO’s proposed $14,628,834 of fuel inventory in Maui
Division in the test year average rate base on the condition that MECO would complete a
fuel inventory study for submission to the Commission and the Consumer Advocate in its
next rate case to support the Company’s proposed fuel inventory levels.

Materials and Supplies Inventories

In its direct testimony, MECQO included consolidated test year materials and supplies
inventories of $11,651,000, including $11,263,000 for the Maui Division, $193,000 for
the Lanai Division, and $195,000 for the Molokai Division. (See MECO-1504, MECO-
1510, MECO-1516.) In its June Update, MECO reduced its consolidated test year
estimate for materials and supplies inventories by $896,000 to $10,755,000, including
$10,436,000 for the Maui Division, $141,000 for the Lanat Division, and $178,000 for
the Molokai Division, to reflect more current recorded inventory values. (See CA-IR-
304, Attachment 1, page 3.)

In its direct testimony, the Consumer Advocate did not contest MECO’s June Update test
year estimates for matenal and supplies inventories. (See CA-101, Schedule B.)

Accumulated Deferred Income Taxes

In its direct testimony (MECO T-13), the Company proposed an average consolidated
credit balance of $20,518,000 for ADIT in the 2007 test year, which was comprised of
$18,823,000 for the Maui Division, $782,000 for the Lanai Division and $913,000 for the
Molokai Division (see MECO-1305, pages 5 and 6).

In its June 2007 Update for MECO T-13, the Company reduced its test year estimate of
the consolidated ADIT average credit balance by $3,718,000 to reflect the: 1) actual 2006
recorded balances (also submitted in the Company’s response to CA-IR-182),

2) estimated 2006 post year end adjustments, 3) the updated 2007 amounts for certain
revised test year estimates of revenue and expenses, 4) the exclusion of the regulatory
asset for AFUDC Equity gross up in CWIP as further explained in the Company’s
response to CA-IR-182, 5) the full inclusion of deferred taxes related to TCI as further
explained in the Company’s response to CA-IR-182, 6) the ratemaking adjustments for
the reversal of Accumulated Other Comprehensive Income ("AOCI") as explained by Mr.
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Matsunaga in MECO T-9 (see MECO T-9, pages 84 through 107), 7) the exclusion of
deferred taxes on integrated resource planning (IRP/DSM) costs, consistent with the
treatment in Docket No. 05-0315 (HELCO’s 2006 test year rate case), and 8) the
reclassification and adjustment of balances for proper presentation as explained in the
Company’s response to CA-IR-182. See the June 2007 update of MECO-1305
(Attachment 1, pages 9 and 10) and MECO-WP-1305 {Auachment 1, pages 11 and 12).

In its direct testimony, the Consumer Advocate recommended a consolidated test year
average ADIT estimate of ${7,656,000 (CA-101, Schedule B, page 1), resulting in a
proposed increase of $856,000 to the Company’s June 2007 Update estimate (a reduction
of $2,862,000 from the Company’s direct testimony estimated credit). The lower
recommendation resulted from the following four adjustments proposed by the Consumer
Advocate:

. an adjustment to remove the ADIT related to MECO’s pension asset (see
CA-101, Schedule B, page 2 and CA-101, Schedule B-2);

o an adjustment to restore the ADIT related to AFUDC and TCI (see CA-
101, Schedule B, page 2 and CA-101, Schedule B-4);

) an adjustment to correct the ADIT related to emission fees (see CA-101,
Schedule B, page 2 and CA-101, Schedule B-4); and

. an adjustment to reflect the ADIT on IRP/DSM program costs(see CA-

101, Schedule B, page 2 and CA-101, Schedule B-4).

As a result of the settlement discussions, the Parties agree to a revised ADIT test year
estimate of $17,213,000 for total MECO, which is comprised of $15,791,000 for the
Maui Division, $656,000 for the Lanai Division and $766,000 for the Molokai Division
(see Statement of Probable Entittement, page 3 of Exhibits 1, 2, 3 and 4). The test year
estimate is a $413,000 larger credit than MECO’s June 2007 Update estimate of
$16,800,000, and reflects the settlement of the above four 1ssues as described below,

a. ADIT related to MECO's pension asset
Based on the settlement reached on the ratemaking treatment of the Company’s
pension asset as discussed in paragraph 22 above, the Parties agree that the ADIT

related to the estimated pension asset should be removed from the test year rate base.
(MECO T-13, Attachment 3, attached hereto).

b. ADIT related to AFUDC and TCI
AFUDC - The allowance for funds used during construction (“AFUDC") applied to
the cost of a capital project is not recognized for tax purposes and is neither taxable

income nor part of the depreciable tax basis of the asset. Consequently, deferred

income taxes are provided on the amount of AFUDC incurred and recognized as
income for book purposes but not for tax purposes.
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TCI - The income tax law requires the cost of financing self constructed assets to be
capitalized, which MECO refers to as tax capitalized interest ("TCI"). §263A of the
Internal Revenue Code requires interest related to self constructed assets to be
capitalized during the construction period. This interest capitalization is the source of
a book/tax temporary difference and creates a negative deferred income tax.

In the Company’s direct testimony, MECO excluded the ADIT related to AFUDC
and TCI in Construction Work in Progress (“"CWIP”), based upon the premise that
CWIP is not included within rate base so the related ADIT balances should also be
excluded. MECO’s consolidated average ADIT estimate related to AFUDC in
Construction Work In Progress (“CWIP”) was $153,569, and the estimate related to
TCI was $45,669 (MECO T-13, Artachment 3, attached hereto). In the June 2007
Update for MECO T-13, filed on August 24, 2007, the Company updated its
consolidated test year estimate for AFUDC in CWIP to $1,074,620 (MECO T-13,
Attachment 3, attached hereto) to reflect the 2006 recorded balances, estimated 2006
post year end adjustments, and updated 2007 amounts for AFUDC and property
closed to plant in service. In updating its estimates, the Company eliminated the
31,074,620 ADIT on AFUDC in CWIP consistent with the direct testimony but did
not eliminate the ADIT on TCI related to CWIP. Contrary to the direct testimony,
MECO included the full amount of TCI, $3,752,558 in ADIT (MECO T-13,
Attachment 3, attached hereto and MECO’s response to CA-IR-182, pages 10-12).
An attendant adjustment was also made to exclude the Regulatory Asset for AFUDC
Equity Tax Gross Up related to AFUDC in CWIP (see June 2007 Update, MECO
T-13, Attachment 1, page 14, which is the updated MECO-1306 page 2). This
exclusion decreased the 2007 average Unamortized Net FAS 109 Regulatory Asset
by $1,207,000 (the average of $1,352,000 and $1,062,000) and decreased average
ADIT by its tax effect of $469,579 (MECO T-13, Attachment 3, attached hereto).

In its response to CA-IR-377, the Company stated, “MECO has changed its position
with respect to the deferred taxes related to AFUDC in CWIP and TCI in light of the
settlement position in HECO Docket No. 2006-0386. In that case, HECO agreed to
include in rate base ali the deferred taxes associated with AFUDC and to similarly
include all the deferred taxes associated with TCI”. As a result, the Consumer
Advocate proposed to restore the ADIT balances related to 1) AFUDC in CWIP, 2)
the Regulatory Asset for AFUDC Equity Tax Gross Up related to AFUDC in CWIP,
and 3) TCI (see CA T-3, pages 63 and 64), but inadvertently did not propose to add
back the adjustment to the Regulatory Asset itself for the AFUDC Equity Tax Gross
Up related to AFUDC in CWIP.

As a result of settlement discussions the Parties agreed to restore the average ADIT
balances totaling $1,544,199 (the previously mentioned $1,074,620 and $469,579) as
proposed by the Consumer Advocate (see CA-101, Schedule B-4, lines 1-12). The
$1,544,199 is comprised of $1,416,803 for the Maui Division, $58,679 for the Lanai
Division and $68,717 for the Molokai Division (allocated based on relative plant
balances at 12/31/06 as shown in MECO'’s response to CA-IR-380, page 3). In
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addition, the Parties agree to add back the average test year adjustment to the
Regulatory Asset for AFUDC Equity Tax Gross Up related to AFUDC in CWIP in
the consolidated amount of $1,207,000 (i.e., ($1,352,000 + $1,062,000) = 2) , which
is comprised of $1,080,000 for the Maui Division, $57,000 for the Lanai Division and
$70,000 for the Molokai Division (see June 2007 Update, MECO T-13, Attachment
1, pages 13 and 14) (see also the discussion under Unamortized Net SFAS 109
Regulatory Asset).

ADIT related to emission fees

Emission fees are accrued monthly for book purposes but are not deducted for tax
purposes until paid to the State DOH by May 1* (extended due date) of the following
year. This creates a temporary difference between the amount accrued in the current
year (increases taxable income in current year) and the amount paid in the following
year (decreases taxable income in the year fees are paid).

In the Company’s direct testimony, MECO’s consolidated average ADIT estimate
related to emission fees was $167,080 (MECO T-13, Attachment 3, attached hereto).
The amount was subsequently revised in the June 2007 Update for MECO T-13, to
$293,431 to include actual 2006 recorded balances, estimated 2006 post year end
adjustments, and updated 2007 amounts for certain revised test year estimates of
revenue and expenses. As updated, the Company’s estimated ADIT balances at
December 31, 2007 with respect to emission fees included $331,476 for federal taxes
and $60,612 for state taxes (MECO T-13, Attachment 3, attached hereto). In its
response to CA-IR-379, MECO indicated that the ADIT balances associated with the
estimated emission fees at December 31, 2007 were incorrect. The federal and state
balances should have been $127,351 and 323,286, respectively.

As aresult, the Consumer Advocate proposed to adjust the ADIT balances related to
emission fees by a consolidated $120,727 (see CA-101, Schedule B-4, lines 13-21) to
reflect the corrected Decemnber 31, 2007 estimated balances. The $120,727
consolidated average test year adjustment is comprised of $110,767 for the Maui
Division, $4,588 for the Lanai Division and $5,372 for the Molokai Division
(allocated based on relative plant balances at 12/31/06 as shown in MECO’s response
to CA-IR-380, page 3). MECO agrees with the Consumer Advocate’s proposed
adjustment, and the resulting consolidated test year ADIT estimate of $172,704
($293,431-$120,727).

ADIT on IRP/DSM program costs

For book purposes, [IRP/DSM program costs are deferred when incurred and
expensed when the related revenues are collected. For tax purposes, DSM program
costs are deducted when incurred. This creates a book/tax temporary difference.

In the Company’s direct testimony, the Company’s consolidated estimate of average
ADIT on IRP/DSM program costs was $331,930 (MECO T-13, Attachment 3
attached hereto). The amount was subsequently revised in the June 2007 Update for
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MECO T-13 10 $441,482, based on MECQO’s proposal to exclude the ADIT on
integrated resource planning costs from the test year (MECO T-13, Attachment 3,
attached hereto and June 2007 Update, MECO T-13, page 2). As stated in MECO’s
response o CA-IR-182, page 8, “Over- and under-recovered balances of deferred
DSM and IRP costs are not included in rate base, so the related deferred tax balances
should also be excluded from rate base. This is consistent with HELCO's treatment
of its DSM and IRP deferred taxes in Docket No. 05-0315.”

In its written testimony, the Consumer Advocate disagreed with MECO, and
proposed to include average ADIT on IRP/DSM program costs of $441,572 (see CA-
101, Schedule B-4, lines 22-29. Note that the Consumer Advocate’s estimate differs
slightly from MECQ’s estimate because the Consumer Advocate used $68,429
instead of $68,249 as the IRP/DSM State Deferred Taxes balance at 12/31/2007.).

On pages 66 and 67 of CA-T-3, the Consumer Advocate stated: “To fully account for
the economic impact of IRP/DSM program spending and cost recovery, given the
allowance of interest on gross pretax deferred costs, the deferred tax impacts must
also be treated as jurisdictional and included in rate base (because they are not
recognized when interest is accrued).”

For purposes of settlement, the Consumer Advocate accepts MECO’s
proposal to exclude from the test year ADIT the deferred taxes on integrated
resource planning costs. This is consistent with the Consumer Advocate’s
position in Docket No. 05-0315. (See Docket No. 05-0315, CA-T-1, page 73,
lines 7-13). Consideration should be given to allowing interest on only the net
post-tax deferred IRP/DSM costs prospectively within reconciliation
calculations that are performed, so as to recognize that ADIT balances
associated with this temporary difference are being retained for shareholders
as a result of rate base exclusion of such amounts.

Unamortized Net SFAS 109 Regulatory Asset

Regulatory Asset — AFUDC Equity Gross Up

As discussed more fully under the Accumulated Deferred Income Taxes section of this
document with respect to the ADIT related to AFUDC and TClI, in the June 2007 Update
for MECO T-13, filed on August 24, 2007, the Company eliminated ADIT on AFUDC in
CWIP, but restored, to the full amount, the TCI in ADIT (MECO T-13, Attachment 3,
attached hereto). An attendant adjustment was also made to exclude the Regulatory
Asset for AFUDC Equity Tax Gross Up related to AFUDC in CWIP (see June 2007
Update, MECO T-13, Attachment |, page 14, which is the updated MECO-1306 page 2).
This exclusion decreased 2007 average Unamortized Net FAS 109 Regulatory Asset by
$1,207,000 (the average of $1,352,000 and $1,062,000) and decreased average ADIT by
its tax effect of $469,579 (MECO T-13, Attachment 3, attached hereto).

In MECO’s response to CA-IR-377, the Company stated, “MECO has changed its
position with respect to the deferred taxes related to AFUDC in CWIP and TCI in light of
the settlement position in HECO Docket No. 2006-0386. In that case, HECO agreed to
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include in rate base all the deferred taxes associated with AFUDC and to similarly
include all the deferred taxes associated with TCI”. As a result, the Consumer Advocate
proposed to restore the ADIT balances related to 1) AFUDC in CWIP, 2) the Regulatory
Asset for AFUDC Equity Tax Gross Up related to AFUDC in CWIP, and 3) TCI (see
CA T-3, pages 63 and 64), but inadvertently did not propose to add back the adjustment
to the Regulatory Asset itself for the AFUDC Equity Tax Gross Up related to AFUDC in
CWIP.

As discussed in the “ADIT related to AFUDC and TCI” section above, the Parties agree
for settlement purposes to restore the average ADIT balances totaling $1,544,199 as
proposed by the Consumer Advocate (see CA-101, Schedule B-4, lines 1-12). In
addition, the Parties agree to add back the average test year adjustment to the Regulatory
Asset for AFUDC Equity Tax Gross Up related to AFUDC in CWIP in the consolidated
amount of $1,207,000, which is comprised of $1,080,000 for the Maui Division, $57,000
for the Lanai Division and $70,000 for the Molokai Division (see June 2007 Update,
MECO T-13, Attachment 1, pages 13 and 14).

Working Cash
Working cash represents the net cash needed to recognize that electric service is provided

before customers pay for such services. Working cash is comprised of the net of the
revenue collection lag and the payment lag and is calculated by multiplying the net
collection lag days by the average daily expenditure for each category of payment lag and
then summing the product of each category. (See MECO T-15, pages 16-19.)

In its direct testimony, MECO included six categories of payment lag: fuel purchases,
O&M labor, purchased power, O&M non-labor, revenue taxes and income taxes. The
test year estimate of working cash at present and proposed rates was $7,343,000 and
$7,136,000 for Maui Division (MECO-1507), $338,000 and $332,000 for the Lanai
Division (MECO-1513), and $295,000 and $287,000 for the Molokai Division (MECO-
1519). The consolidated test year estimate of working cash for MECO was $7,576,000 at
present rates and $7,755,000 at proposed rates (MECO-WP-2001, page 2).

These amounts were subsequently updated in the June 2007 Update (MECO T-15), to
reflect the updated test year expense amounts presented by other witnesses in their June
2007 Updates and responses to information requests. The Company also proposed
adjustments to the working cash calculation as a result of its proposed pension and OPEB
tracking mechanisms. The pension tracking mechanism proposed in the Company’s June
2007 Update (MECO T-9) required MECO to make contributions to the pension plan
equal to the net periodic pension cost. Therefore, the Company proposed a payment lag
of 14 days for pension expense based on the anticipated monthly payments that would be
made upon implementation of the pension tracking mechanism. However, the Company
stated that if the pension tracking mechanism is not implemented, the payment lag for
pension expense would be zero, as previously submitted in direct testimony. The pension
tracking mechanism also proposed amortization of the pension asset in rate base over a
five year period. Therefore, the Company proposed inclusion of the pension amortization
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expense as a separate component of working cash with a revenue collection lag of 36
days consistent with all other working cash items and a payment lag of zero.

The proposed OPEB tracking mechanism required MECO to make contributions to the
OPEB plan equal to the net periodic benefit cost. The Company proposed a payment lag
of 84 days for OPEB expense based on the anticipated quarterly payments that would be
made to the OPEB trust accounts. However, the Company stated that if the OPEB
tracking mechanism is not implemented, the payment lag for OPEB expense would be
zero as previously submitted in direct testimony. (See June 2007 Update, MECO T-15,
pages 2-4.)

In its written testimony, the Consumer Advocate maintained that absent a link between
pension accruals and recurring fund contributions, the pension accrual is nothing more
than another non-cash expense. The Consumer Advocate recommended removal of this
item from the lead lag study, absent plans or a study that specifically analyzes pension
cash flows. With respect to OPEB accruals, the Consumer Advocate stated that Decision
and Order No. 13659 required MECO to fund its entire postretirement benefit costs to the
maximum extent possible and that MECO had made recurring annual contributions to
external funds since the issuance of Decision and Order No. 13659. As a result, the
Consumer Advocate recommended rejection of a proposal to link the value of the OPEB
payment lag to whether the Commission adopts the OPEB tracking mechanism but
recognized in its working cash calculation an 84-day payment lag for OPEB. (See CA-T-
I, pages 112-113.)

Based on the settlement reached with regard to the exclusion of the “Pension Asset” from
the test year revenue requirement and the implementation of a “Pension Tracking
Mechanism” as discussed in paragraphs 22-23 above, the Company agrees to exclude the
pension expense and pension asset amortization from the working cash calculation and to
utilize an 84-day payment lag for OPEB in the calculation of the O&M non-labor
payment lag.

The revised O&M non-labor payment lag days estimate, as a result of incorporating the
above discussed jtems, is 37 days (see MECO T-15, Attachment 1, attached hereto). This
payment lag was calculated on a consolidated basis and is applied to each division. This
methodology is consistent with MECO’s presentation in direct testimony (MECO T-13),
in the June 2007 Update for MECO T-15, and other MECO rate cases. Other differences
in the working cash resulted from differences in the related expense items. For purposes
of settlement, the Parties agree to an O&M non-labor payment lag of 37 days and to the
following test year working cash amounts at present and proposed rates.

Working Cash
Settlement Test Year Estimates (000s)
At Present Rates At Proposed Rates
Maui Division $6,921 $6,802
Lanai Division 3315 $297
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Molokai Division $273 $259
Total Company $7,513 $7,358

Reference: Statement of Probable Entitlement, page 3 of Exhibit 1, 2, 3 and 4.

COST OF CAPITAL

30.  Capitalization
MECO proposed the following capitalization amounts and weights in direct testimony

(MECO-1701; see also MECO T-17, Attachment 1, attached hereto):

Amounts ($000) Weights (%)
Short-term debt 4,750 [.27
Long-term debt 150,585 40.15
Hybrid securities 9,192 2.45
Preferred stock 4,693 1.25
Common stock 205,882 54.89

The Consumer Advocate agreed to utilize the capital structure proposed by MECO. (See
CA-T-4, page 3.)

3l Cost of Capital. There were no differences between MECO and the Consumer Advocate
with respect to the cost rates for short-term debt, long-term debt, hybrid securities and
preferred stock. (See MECO-1701 and CA-413.) The weighted earnings requirement
for short-term debt, long-term debt, hybrid securities and preferred stock is the same for
MECO and the Consumer Advocate. (See MECO-1701, CA-T-4, page 3 and CA-413.)
The Parties agree to the capital structure as discussed above, therefore there are no
differences related to the weighted earnings requirements for short-term debt, long-term
debt, hybrid securities and preferred stock.

32. Return on Common Equity and Composite Cost of Capital
In MECOQO’s 2007 test year rate case direct testimony, MECO recommended a rate of
return on common equity of 11.25% in direct testimony.a (See MECO T-17, page 52.)
This resulted in an overall cost of capital of 8.98%. (See MECO-1701.} The Consumer
Advocate proposed that the cost of common equity for MECO is within a broad range of

% In the settlement negotiations, the Company also provided supplemental information regarding its credit ratings.
See MECO's response la CA-IR-5, revised September 13, 2007 pages 8 to 11 for a copy of the Standard and
Poor's article that discusses MECO's downgrade. See Docket No. 2006-0386, HECO 2007 Test Year Rate Case,
August 2007 Supplement (Seplember 6, 2007), HECO T-19, Attachment 4, for a copy of the Moody’s article
dated December 21, 2006.




33

Exhibit 1
Page 51 of 51

9.00% to 11.00%, but proposed to use the middle portion of this range and thus
recommended a range of 9.50% to 10.50% for the rate of return on common equity. (See
CA-T-4, pages 4-5.) This resulted in an overall cost of capital in the range of 8.02% to
8.57% (8.29% mid-point which incorporates a cost of common equity of 10.00%). (See
CA-T-4, page 5.) The Consumer Advocate’s specific cost of capital recommendation for
MECO was 8.29%. (See CA-T-4, page 5.)

For the purpose of reaching a global settlement in this rate case, MECO and the
Consumer Advocate agree on a rate of return on common equity of 10.7% for the test
year. This results in a composite cost of capital of 8.67%. (See MECO T-17,
Attachment 1, attached hereto. The 10.7% return on common equity is the same as that
found reasonable by the Commission for purposes of interim rate relief in Docket No. 04-
0113, HECO's 2005 test year rate case. (See Interim Decision and Order No. 22050 filed
September 27, 2005, page 6 to 7.) In addition, in Docket No. 04-0113, Amended
Proposed Decision and Order No. 23768 included a statement the Commission found the
10.7% cost of common equity to be reasonable (at 75). (The Commission also accepted a
10.7% return on common equity for purposes of interim rate relief in HECO’s 2007 test
year rate case, Docket No. 2006-0386 (see Interim Decision and Order No. 23749 filed
October 22, 2007, page 9) and HELCO’s 2006 test year rate case, Docket No. 03-03135
(see Interim Decision and Order No. 23342 filed April 4, 2007).

COST OF SERVICE/RATE INCREASE ALLOCATION/RATE DESIGN

MECO and the Consumer Advocate are addressing cost of service/rate design issues
separately and intend to make a later submission covering these subjects which do not
affect the revenue requirements.
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Docket No. 2008-0387 ATTACHMENT 1
Test Year 2007 PAGE 1 OF 1
Estimation of Test Year Revenue at Present Rates FINAL SETTLEMENT

Maui Division ($000)

Rate Forecast
Schedule MWh Base FCS FOA Total
R 430,167  $61,9385 (347.8) $60,0255 $121,916.2
G 96,193  $16,402.7 (312.6) $13.4228 $29,812.9
J 268,193 $37.6335 ($28.8) $37.423.6 $75.028.2
H 21,075 $2.9711 {($2.3) $2,940.8 $5,909.6
P 391,961 $44.325.5 ($34.1) $54,694.2 $98,9857
F 5,340 $676.6 (30.5) $745.1 $1,4212
Total 1,212,929 $163,948.0 ($126.2) $169,252.0 $333.073.8

Lanai Division ($000)

Rate Forecast
Schedule MWh Base FCS FOA Total
R 8,182.7 $1,583.1 $0.0 $1,1385 $2.731.6
G 1,949 $454 0 $0.0 $271.2 $7252
J 6,215 $1,389.2 $0.0 $864.6 $2,253.8
H 545 $104.7 $0.0 $75.8 $180.5
P 12,773.9 $2,361.5 $0.0 $1,777.2 $4,138.7
F 113.7 $21.1 $0.0 $15.8 $36.9
Total 29,7793 $5,9236 $0.0 $4,143 1 $10,066.7

Molokai Division ($000)

Rate Forecast
Schedule MWh Base FCS FOA Total
R 13,077.0 $2,4939 $0.0 $2,062.8 $4,556.7
G 3,954 $1,080.0 $0.0 $623.7 $1.703.7
J 8,025 $1,565.9 50.0 $1,265.9 $2,831.8
H 1,994 $328.8 $0.0 $314.6 $643.4
P 90194 $1,312.2 $0.0 $1,4227 $2,7349
F 478.5 $85.4 $0.0 $75.5 $160.9
Total 36,5481 $6,866.2 0.0 $5,765.2 $12,631.4

MECO Consclidated ($000)

Rate Forecast
Schedule MWh Base FCS FOA Total
R 451,427 $66,025.5 -$47.8 $63,226.8 $129,204.5
G 102,096 $17.936.7 -$126 $14.317.7 $322418
J 282,433 $40,588.6 -$28.9 $39,554.1 $80,113.8
H 23,614 $3,404.6 -$2.3 $3.331.2 $6,7335
P 413,754 $47,999.3 -$341 $57,894.1 $105,859.3
F 5932 $783.1 -$0.5 $836.4 $1.619.0

Total 1,279,256 $176,737.8 ($126.2) $179,160.3 $355,771.9




. . MECO T-6

ATTACHMENT 4

PAGE 1 OF 2

FINAL SETTLEMENT
Maul Electric Company, Limited
Docket No. 2006-0387

MECO Maul Lanal Molokal
Outside Services Consolidated Division Division Division
2003 Actual $1.743,644 $1.586,781 536,718 $120,145
2004 Actual 1,647,832 1,388,997 RO 781EE
2005 Actual 1,174,109 927,875 76,472 169,762
2006 Actual 1,257,482 1,130,266 24,085 103,131
2007 Forecast 2,071,455 1,847,740 46,315 177,400
Total $7.894,522 $6.881,659 $275.371 $737,493
Number of Periods 5 5 5 5
Five-Year Average $1,578,904 $1,376,332 $55,074 $147,459
MECO Test Year Forecast (2,071,455) (1,847,740} (46,315) {177,400)
Adjustment Based on 5-Year Average (8492,551) {$471,408) 38,759 ($29,901)
CA Adjustment (Exhibits CA-101 {o CA-104, Schedule C-19) ($570,440) {$545,780) 32,642 ($27.,302)
Difference Between 5-Year Average and CA Adjustment $77.889 $74, 372 $6,117 ($2,599)
{492,551) {471,408) 8,759 (29,901)

Note that MECO also proposed an additional $100,000 reduction 1o the Consumer Advocate's adjusiment to outside services expenses to
offset higher than budgeted annual production maintenance expenses in 2007 which resulted in a total proposed reduction of $177,888.
The Consumer Advocate only agreed to a cansalidated adjustment of 377,889 la reflect the five-year average.

Sources: CA-IR-114, CA-IR-135 (revised 9/11/07) & CA-IR-338.
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Maul Electric Company, Limited
Docket No. 2006-0387
Division Allocation of Qutside Services Adjustment

MECO Maul Lanal Molokal
Outside Services Consolidated Dlvislon Division Division
TRANSMISSION OQPERATIONS §160,000 160,000
TRANSMISSION MAINTENANCE $487,732 484,732 3,000
DISTRIBUTION OPERATIONS $316,940 293,225 17,715 6,000
DISTRIBUTION MAINTENANCE $1,106,783 909,783 28.600 168.400
2007 Forecast 2,071,455 1,847,740 46,315 177.400
Total
TRANSMISSION OPERATIONS 8.66% 8.66% 0.00% 0.00%
TRANSMISSION MAINTENANCE 27.92% 26.23% 0.00% 1.69%
DISTRIBUTION OPERATIONS 57.50% 15.87% 38.25% 3.38%
DISTRIBUTION MAINTENANCE 205.92% 49.24% 61.75% 94.93%
2007 Forecast 300.00% _ 100.00%  100.00% 100.00%
Total Noniabor Reduction: ($492,551) (471,408} 8,759 (29,901)

Allocation by Account Block
TRANSMISSION OPERATIONS ($40,820) (40,820) $0 30
TRANSMISSION MAINTENANCE (8124,174) {123,668} 30 (3506)
BISTRIBUTION OPERATIONS ($72,471) (74,810) $3,350 (31,011}
DISTRIBUTION MAINTENANCE ($255,086) {232,110) $5,409 ($28,384)
2007 ADJUSTMENT 7O FORECAST (492,550} {471,408) 8,759 (29,901)
CA Adjustment (Exhibits CA-101 10 CA-104, Schedule C-19) ($570,440) {$545.780) $2,642 ($27,302)
Difference Between 5-Year Average and CA Adjustment $1.062,990 $1,017,188 {$11,401) $57,203

Note that MECQO also proposed an additional $100.000 reduction to the Consumer Advocate's adjustment to outside services expenses to
offset higher than budgeted annua! production maintenance expenses in 2007 which resulted in a total proposed reduction of $177,889.

Sources: CA-IR-114, CA-IR-135 (revised 9/11/07) & CA-IR-338.
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MAUL ELECTRIC COMPANY
DOCKET NO. 2006-0387
INCREMENTAL IRP EXPENSES IN BASE RATES
FOR THE FORECAST 2007 TEST YEAR
CONSOLIDATED
LINE
NO. DESCRIPTICN REFERENCE AMOUNT
(A) (B) <
1 Actual Non-laher Incremental IRP Expenses Incurred by MECO:
2 Actual 2005 Amount (Totat amount less Labor and Labor Overhead) MECO-WP-812,p1 % 580,813
3 Actual 2006 Amount (Total amount less Labor and Labor Overhead} CA-IR-411, Alt.C, p.2 604,191
4 Actual 2007 Year-to-date August (Total amount lass Labor and Labor Overhead) CA-IR-411, Alt.C, p.2 198,585
5 Actual 2007 Year-to-date August + Remaining Months CA-IR-362 401,082
updatad 9/27/07
6 Revised Three-year Average Non-labor IRP spending Average Lines 2, 3,5 % 532,029
7 Less: Non-labor IRP Expense Proposed by MECO MECQO-WP-812, p.2 695,844
8 ADJUSTMENT TQ REVISE MECO IRP Line 6 - Lina 7 $ {163,815)
9 NORMALIZATION ADJUSTMENT
Rounded l

$ (164,000)
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MAUI ELECTRIC COMPANY
DOCKET NO. 2006-0387
INCREMENTAL IRP EXPENSES IN BASE RATES
FOR THE FORECAST 2007 TEST YEAR
MAUI DIVISION
LINE
NO. DESCRIPTION REFERENCE AMOUNT
{A) (B) (€
1 Actual Non-labor Incremental IRP Expenses Incurred by MECO:
2 Actual 2005 Amount (Total amount less Labor and Labor Overhead) MECO-WP-812,p.1  § 590,813
3 Actual 2006 Amount (Total amount less Labor and Labor Overhead) CA-IR411, Att.C, p.2 604,191
4 Acitual 2007 Year-to-date August (Total amount less Labor and Labor Overhead) CA-IR-411, A.C, p.2 198,585
5 Actual 2007 Year-to-date August + Remaining Months CA-IR-362 401,082
updated 9/27/07
6 Ravised Three-year Average Non-labor IRP spending Average Lines 2, 3,5 § 532,029
7 Less Non-iabor IRP Expense Proposed by MECO MECO-WP-812, p.2 695,844
8 ADJUSTMENT TO REVISE MECO IRP Line6-Lina7 3 {163,815)
9 NORMALIZATION ADJUSTMENT
Rounded

s {164,000)
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Maui Electric Company, Ltd.
Account No, 920 - Administrative and General Salaries Expenses - Allocation by Division
Final Settlement

$000
MECO
Maui Lanai Molokai  Consolidated
June 2007 Update 2,140.0 - 1.5 2,151.5
C-9 Payroll Expense Adjustment (1.9) (1.9
C-20 Ho'omaika'l Awards Adjustment * (22.7) (0.6} (1.2) (24.5)
Final Settlement 2,115.4 (0.6) 10.3 2,125.1

* Note: The Final Settlement amount for Account No. 920 for Lanai Division shown above is -$0.6. The negative
amount for Lanai Division resulted from the Consumer Advocate's adjustment, in Exhibit CA-101, Schedule C-20,
which allocated the adjustment to Ho'omaika'i award costs to the Maui, Lanai and Molokai divisions using the
allocation percentages provided in the Company's response to CA-IR-373.
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PENSION TRACKING MECHANISM

Purpose: The proposed pension tracking mechanism is designed to achieve the following
objectives:

A.

Ensure that the pension costs recovered through rates are based on the FAS87 NPPC, as
reported for financial reporting purposes;

B. Ensure that all amounts contributed to the pension trust funds (subject to the exceptions in
Item 3 below) are in an amount equal to actual NPPC (after the pension asset is reduced to
zero as provided in Item 2 below) and are recoverable through rates; and

C. Clarify the future treatment of any charges that would otherwise be recorded to equity (e.g.,
increases/decreases to other comprehensive income) as required by FASE7, FAS158 or any
other FASB statement or procedure relative to the recognition of pension costs and/or
liabilities.

Procedure:

1. The amount of FAS87 NPPC included in rates shall be equal to the amount recognized for
financial reporting purposes.

2. Until the pension asset 1s reduced to zero, the Company would be required to fund the
minimum required level under the law. Thereafter, except when limited by the ERISA
minimum contributions requirements or the maximum contribution imposed by the IRC, or
the contribution exceeds the NPPC for a reason provided in Item 3, the annual contribution to
the pension trust fund will be equal to the amount of FAS87 NPPC.

3. The utility will be allowed to recover through rates the amount of any contributions to the

pension trust in excess of the FAS87 NPPC that were made for the following reasons':

¢ the minimum required contribution is greater than the FAS 87 NPPC,

* the increased contribution was made to avoid a significant increase in Pension
Benefit Guaranty Corporation (PBGC) variable premiums,

» the increased contribution was made to avoid a charge to other comprehensive
income, or

The Company or the Consumer Advocate (jointly, the “Parties™) may initiate discussions with the Parties and
the Hawaii Public Utilities Commission to modify these provisions between rate cases (with Commission
approval) if there are future changes in accounting standards, federal tax law or federal tax regulations that
materially impact the costs otherwise recoverable through this tracking mechanism.



MECO T-9
ATTACHMENT 2
PAGE2OF 5

FINAL SETTLEMENT

» the increased contribution was made to avoid: (1) higher minimum
contribution requirements under the Pension Protection Act,” or (ii) other
adverse funding requirements under federal pension regulations (provided
funding does not exceed 100% of the PBO as a result). The recoverability of
any discretionary contributions (as described under this bullet item) shall be
subject to review in the Company’s next rate case.

Any such “excess” contributions shall be recorded in a separate regulatory asset account,
which will be included in rate base.

4. A regulatory asset (or liability) will be established on the Company’s books to track the
difference between the level of actual FAS87 NPPC during the rate effective period and the
level of FAS87 NPPC included in rates during that same period.

e The amortization of any unamortized cumulative net ratepayer benefit at the
end of the test year in the next MECO rate case shall be determined in that
rate case proceeding.

e If the actual FAS87-determined NPPC recorded during a given rate-effective
period is greater than the FAS87 NPPC included in rates during the
immediately preceding rate case, the Company will establish a separate
regulatory asset account to accumulate such difference, but only to the extent
that such amount is not used to reduce a regulatory liability recorded pursuant
to Item 5.

¢ [fthe actual FAS87-determined NPPC recorded during the rate-effective
period, adjusted for any amount of such expense used to reduce a regulatory
liability maintained pursuant to Item 5, is less than the expense built into rates,
the Company will establish a separate regulatory liability account to
accumulate such difference.

e Ifthe actual FAS87 NPPC becomes negative, the regulatory liability will be
increased by the difference between the level of FAS87 NPPC included in
rates for that period and “zero” (i.e., $0).

¢ Since this is considered to be a cash item under the tracking mechanism, the
regulatory asset or liability will be included in rate base and amortized over a
five (5) year period at the time of the next following rate case.

? Transitional relief applies under the Pension Protection Act if the plan's target liability funded level meets the
prescribed phase-in percentages for 2008 through 2011, The Parties recognize that such transitional relief or related
requirements may be subject to change or revision in future years.
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5. If the FAS87 NPPC becomes negative, the Company will set up a regulatory lhability to
offset the prepaid pension asset created by the negative amount. This regulatory liability
will increase by the amount of any negative NPPC, or decrease by the amount of positive
NPPC, in each subsequent year. Positive NPPC in each subsequent year will be used to
reduce the regulatory liability before being used to establish a regulatory asset pursuant to
[tem 4.

o IfNPPC is negative at the time of the next rate case, the amount included in
rates will be “zero” (i.e., $0).

e If NPPC is positive at the time of the next rate case, the positive expense will
not be included in rates and the Company will not be required to make
contributions to the trust until any regulatory liability created under this Item 5
has been reduced to “zero” (i.e., $0).

« Since this regulatory liability is considered to be a non-cash item under the
tracking mechanism, it is not subjected to amortization and should not be
recognized in determining rate base in future years.

6. The objective of this tracking mechanism is that, over time, the Company will recover
through rates FAS87-based NPPC, including the amortization of unrecognized amounts as
set forth above,

¢ The Company will establish a separate regulatory asset/liability account to
offset any charge, or credit, that would otherwise be recorded against equity
(e.g., decreases to other comprehensive income) caused by applying the
provisions of FAS87, FAS158 or any other FASB statement or procedure that
requires accounting adjustments due to the funded status or other attributes of
the Company’s pension plan.

o This regulatory asset/liability will not be amortized into rates or included in
rate base, because any such charges are expected to be recovered in rates
through the valuation of FAS87 NPPC in future accounting periods, which
will be subject to the true-up process described herein. In other words, this
regulatory asset/liability will automatically be reversed through the mechanics
of FAS87 and, pursuant to other provisions of this proposal, all FAS87-
determined NPPC will over time ultimately be recovered from ratepayers.

* The regulatory asset/liability will increase or decrease each year by the same
amount that the equity charge increases or decreases.
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7. Recognizing that rate cases do not typically occur on a five-year cycle, the Company will
continue to record any amortizations allowed herein throughout the effective term that the
approved rates remain in effect, regardless of whether the term is longer or shorter than five
years.

¢ The Company will be required to establish a separate regulatory asset or
liability to accumulate any excess negative amortization or positive
amortization (separate from the pension asset existing at the adoption of
the tracking mechanism), which shall be included in rate base and
amortized over a five year period in the next following rate case.

8. Any prepaid pension asset or accrued liability recorded pursuant to the terms and conditions
of FASR7 (as opposed to regulatory assets arising from the provisions of this proposed
tracking mechanism) will not be included in Rate Base in any future rate case, except for the
cumulative net ratepayer benefits previously identified is allowed by the Commission. The
regulatory assets/liabilities discussed herein specifically identify all rate base includable
amounts for pension differences.

Comments & Clarifications
Proposed Pension Tracking Mechanism

1. The proposed tracking mechanism refers to “NPPC” in explaining how the mechanism
operates, which is intended to represent actuarially determined total FAS87 net periodic
costs.

2. “NPPC” intentionally encompasses total actuarially determined amounts without regard
to any expense allocation or capitalization accounting the Company may recognize on its
books and records.

3. Unless limited by IRC maximum contributions or ERISA minimum contributions, the
proposed tracking mechanism requires the Company to make annual fund contributions
in an amount equal to the total FAS87 net periodic costs determined for each calendar
year.

4. The proposed tracking mechanism requires the Company to establish a regulatory asset or
liability for the difference between the total FAS87 net periodic costs determined for a
given year and the amount of such costs included in then-existing utility rates.

5. The provisions of FAS87 may require a Company to record a prepaid pension asset in the
normal course of business, without regard to any regulatory agreements or orders
adopting a tracking mechanism:
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a. The proposed tracking mechanism would exclude from rate base for ratemaking
purposes any future prepaid pension asset resulting from an actuarial study that
resulted in “negative” net periodic costs.

b. The proposed tracking mechanism would exclude, or not recognize, any
“negative” net periodic costs for ratemaking purposes, instead setting the amount
equal to “zero” (i.e., $0).

If the utility is allocated a portion of the FAS87 net periodic costs from an affiliated
entity in the normal course of business and the tracking mechanism is approved by the
Commission, when the Company is required to fund the NPPC, the Company would be
required to commit to funding 100% of the FAS87 net periodic costs for both MECO and
the affiliate or to maintain segregated pension trust fund accounting for each entity in
order to avoid any funding conflicts or issues that might arise in the future.

Any commitment by MECO to fund 100% of its FAS87 net periodic costs (when
required under item 2 or as limited under item 3) will not be contingent on implementing
a substantially similar tracking mechanism for each MECO affiliate.
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PROPOSED OPEB TRACKING MECHANISM

Purpese: The proposed OPEB tracking mechanism is designed to achieve the following
objectives:

Ensure that the OPEB costs recovered through rates are based on the FAS106 NPBC, as
reported for financial reporting purposes;

Ensure that all amounts contributed to the OPEB trust funds (subject to the exception in Item
3 below) are in an amount equal to actual NPBC and are recoverable through rates; and

Clarify the future treatment of any charges that would otherwise be recorded to equity (e.g.,
increases/decreases to other comprehensive income) as required by FAS106, FAS 158 or any
other FASB statement or procedure relative to the recognition of OPEB costs and/or
liabilities.

Procedure:

The amount of FAS106 NPBC included in rates shall be equal to the amount recognized for
financial reporting purposes.

Except when limited by material, adverse consequences imposed by federal regulations, the
annual contribution to the OPEB trust funds will be equal to the amount of FAS106 NPBC.
The utility will use tax advantaged funding vehicles, whenever possible, as specified in D&OC
13659, dated November 29, 1994, in Docket Nos. 7243 and 7233 (Consolidated).

The utility will be allowed to recover through rates the amount of any contributions to the
OPEB trusts in excess of the FAS106 NPBC that were made for the following reason':

+ the increased contribution was made to avoid a charge to other comprehensive
Income.

Any such “excess” contributions shall be recorded in a separate regulatory asset account,
which will be included in rate base.

A regulatory asset (or liability) will be established on the Company’s books to track the
difference between the level of actual FAS106 NPBC during the rate effective period and the
level of FAS106 NPBC included in rates during that same period.

» If the actual FAS106-determined NPBC recorded during a given rate-effective

The Company or the Consumer Advocate (jointly, the “Parties™) may initiate discussions with the Parties and
the Hawaii Public Utilities Commission to modify these provisions between rate cases (with Commission
approval) if there are future changes in accounting standards, federal 1ax law or federal tax regulations that
materially impact the costs otherwise recoverable through this tracking mechanism.
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period is greater than the FAS106 NPBC included in rates during the immediately
preceding rate case, the Company will establish a separate regulatory asset account
to accumulate such difference, but only to the extent that such amount is not used
to reduce a regulatory liability recorded pursuant to Item 5.

» [fthe actual FAS106-determined NPBC recorded during the rate-effective period,
adjusted for any amount of such expense used to reduce a regulatory liability
maintained pursuant to Item S, is less than the expense built into rates, the
Company will establish a separate regulatory liability account to accumulate such
difference.

» Ifthe actual FAS106 NPBC becomes negative, the regulatory liability will be
increased by the difference between the level of FAS106 NPBC included in rates
for that period and “zero” (i.e., $0).

* Since this is considered to be a cash item under the tracking mechanism, the
regulatory asset or liability will be included in rate base and amortized over a five
(5) year period at the time of the next following rate case.

5. If the FAS106 NPBC becomes negative, the Company will set up a regulatory liability to
offset the OPEB asset created by the negative amount. This regulatory hability will increase
by the amount of any negative NPBC, or decrease by the amount of positive NPBC, in each
subsequent year. Positive NPBC in each subsequent year will be used to reduce the
regulatory liability before being used to establish a regulatory asset pursuant to Item 4.

* If NPBC is negative at the time of the next rate case, the amount included in rates
will be ““zero” (i.e., $0).

« If NPBC is positive at the time of the next rate case, the positive expense will not
be included in rates and the Company will not be required to make contributions to
the trust until any regulatory liability created under this Item 5 has been reduced to
“zero” (i.e., $0).

» Since this regulatory liability is considered to be a non-cash item under the tracking
mechanism, it is not subjected to amortization and should not be recognized in
determining rate base in future years.

6. The objective of this tracking mechanism is that, over time, the Company will recover
through rates FAS106-based NPBC, including the amortization of unrecognized amounts as
set forth above.

» The Company will establish a separate regulatory asset/liability account to offset
any charge, or credit, that would otherwise be recorded against equity (e.g.,
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increases/decreases to other comprehensive income) caused by applying the
provisions of FAS106, FAS158 or any other FASB statement or procedure that
requires accounting adjustments due to the funded status or other attributes of the
Company’s OPEB plans.

» This regulatory asset/liability will not be amortized into rates or included in rate
base, because any such charges are expected to be recovered in rates through the
valuation of FAS106 NPBC in future accounting periods, which will be subject to
the true-up process described herein. In other words, this regulatory asset/liability
will automatically be reversed through the mechanics of FAS106 and, pursuant to
other provisions of this proposal, all FAS106-determined NPBC will over time
ultimately be recovered from ratepayers.

» The regulatory asset/hability will increase or decrease each year by the same
amount that the equity charge increases or decreases.

7. Recogmizing that rate cases do not typically occur on a five-year cycle, the Company will
continue to record any amortizations allowed herein throughout the effective term that the
approved rates remain in effect, regardless whether the term is longer or shorter than five
years.

» If the rate effective period is less than five years, the Company will be allowed to
recover any unamortized and unrecovered amounts in the next following rate case
over a five year period and any unamortized balance shall be included in rate base.

« If the rate effective period is greater than five years, the Company will be required
to establish a separate regulatory asset or liability to accumulate any excess
amortization, which shall be included in rate base and amortized over a five year
period in the next following rate case.

8. Any OPEB asset or accrued liability recorded pursuant to the terms and conditions of
FAS106 (as opposed to regulatory assets arising from the provisions of this proposed
tracking mechanism) will not be included in Rate Base in any future rate case. The
regulatory assets/liabilities discussed herein spectfically identify all rate base includable
amounts for OPEB differences.
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Comments & Clarifications
Regarding the Proposed OPEB Tracking Mechanism

1.

The proposed tracking mechanism refers to “NPBC” in explaining how the mechanism
operates, which 1s intended to represent actuanally determined total FAS106 net periodic
Costs.

“NPBC” intentionally encompasses total actuarially determined amounts without regard to
any expense allocation or capitalization accounting the Company may recognize on its books
and records.

Unless limited by adverse consequences under federal regulations, the proposed tracking
mechanism requires the Company to make annual fund contnibutions in an amount equal to
the total FAS106 net periodic costs determined for each calendar year.

The proposed tracking mechanism requires the Company to establish a regulatory asset or
liability for the difference between the total FAS106 net periodic costs determined for a
given year and the amount of such costs included in then-existing utility rates.

The provisions of FAS106 may require a company to record an OPEB asset in the normal
course of business, without regard to any regulatory agreements or orders adopting a tracking
mechanism:

a. The proposed tracking mechanism would exclude from rate base for ratemaking
purposes any future OPEB asset resulting from an actuarial study that resulted in
“negative’” net periodic costs.

b. The proposed tracking mechanism would exclude, or not recognize, any “negative”
net pertodic costs for ratemaking purposes, instead setting the amount equal to
“zero” (i.e., $0).

If the utility is allocated a portion of the FAS106 net periodic costs from an affiliated entity
in the normal course of business and the tracking mechanism is approved by the
Commission, the Company would be required to commit to funding 100% of the FAS106 net
periodic costs for both MECO and the affiliate or to maintain segregated OPEB trust fund
accounting for each entity in order to avoid any funding conflicts or i1ssues that might arise In
the future.

Any commitment by MECO to fund 100% of its FAS106 net periodic costs (as limited under

item 3) will not be contingent on implementing a substantially similar tracking mechanism
for each MECO affiliate.
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Maui Electric Company, Lid.
Employee Benefits - Allocation by Division
Final Settlement
3000
MECO
Maui Lanai Molokai  Consolidated
5,700.8 160.8 249.8 6,111.4
(78.5) (78.5)
(48.1) (1.4 (2.2) (51.7)
(225.3) {6.6) (10.0) (241.9)
5,348.9 152.8 237.6 5,739.3

Final Settlement
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PAYROLL EXPENSE - AVERAGE EMPLOYEES
LINE
NO. DESCRIPTION REFERENCE MAUI LANAI MOLOKAI TOTAL
(A) 8) <) (> (E) (F)

1 Average Headcount Adjustment:

2 Production O&M (a) $(112,819) 3 (42274) % (1.018) $ (156,111)

3  Transmission & Distribution O&M (b} (110,233) (1,058) {1.135) {112,426)

4 Customer Accounts O&M (c) (68.671) - - (68,671}

5  Customer Service O&M {d) (33,272) - - (33,272)

6  Administrative & General O&M {e) {(1,928) - - (1,928)

7  REVISED CONSUMER ADVOCATE AVERAGE $ (326,922) §$ (43,332) § (2,153} $ (372,407)

8 STAFFING ADJUSTMENT

Footnotes:

(a)
(b}
{c)
(d)
(e)

Source;
Source;
Source:
Source:
Source:;

MECO T-11 Attachment 3(A) p. 1.
MECO T-11 Attachment 3(B) p. 1.
MECOC T-11 Attachment 3(C) p. 1.
MECGC T-11 Attachment 3(D) p. 1.
MECO T-11 Attachment 3(E) p. 2.
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LABOR ADJUSTMENT - PRODUCTION O&M
Average Staffing Calculations Adjustment MECO Direct Labor
LINE Updated Actual Percentage Direct Labor O&M
NO. RA Division 2007 TY 12/31/2006 Average Difference Difference Forecast Adjustment
(A} (8) (C) D) (&) F) (G) (H) U]
1 PRODUCTION Q&M
2 Maul
3  MGA Administrative 12 12 12.0 - 0.0% $ 434129 % -
4 MGB Maintenance - Kahului 11 10 10.5 (0.5) 4.5% 657,264 (28,876)
5 MGC Combinad Cycle Maint 3 3 30 - 0.0% 208,012 -
6 MGD Maintenance - Maalaea 21 21 21.0 - 0.0% 1,497 959 -
7 MGE Electrical Maintenance 12 10 110 (1.0} -8.3% 864,598 (72,050)
8 MGK Operations - Kahului 21 22 215 0.5 2.4% 1,533,148 36,504
9 MGM Operations - Maalaga 30 28 29.5 (0.5) 1.7% 2,071,702 (34,528)
10 Total MAUI 110 107 108.5 (1.5} $ 7267812 § (99,950)
1 LANAI
12 MDL Lanai - Energy Delivery 3 3 30 - 0.0% $ 36450 % -
13 MGA  Administrative 12 12 12.0 - 0.0% 19,286 -
14 MGE Electrical Maintenance 12 10 11.0 (1.0} -8.3% 10,821 {902)
15 MGL Lanai Production 6 5 5.5 (0.5) -8.3% 438,606 {36,551)
16 Total LANAI 33 30 315 (1.5) $ 505,163 § (37.452)
17 MOLOKAI
18 MGA  Administrative 12 12 12.0 - 0.0% $ 20316 % -
19 MGE Electrical Maintenance 12 10 11.0 (1.0} -8.3% 10,821 (902)
200 MGT  Molokai Production 7 7 7.0 - 0.0% 458,061 -
.21 Total MOLOKAI 31 29 30.0 (1.0} $ 489,198 § (902}
22 TOTAL MECO Production O&M 174 166 170.0 (4.0} $ 8,262,173 3 (138,304)
(a} {a) (b)
23 ADJUSTMENT RECAP: Maui Lanai Molokai Total MECOQ
24 Total Production O&M Direct Labor Adjustment (c00's) $ (99950) § (37452) 3§ (902) $ (138,304)
25 Add: Indirect On-Costs (<) 12.9% 12.9% 12.9% 12.9%
26 Direct Labor Times On-Cost Percentaga 12,868 4,822 116 17 806
27 Total Consumer Advocate Adjustment to Normalize for 3 H' 12,81 9; g i4§.§73} 3 {101 B; $ (456,1 1 1;

Average Staffing in the Production Departmant

Ad]ustments made to CA Exhlblt CA-WP-101-C13, page 1:
MGD = 1 headcount ("HC") added fo column D, Diesel Malntenance Mechanlic started on 1/3/07.

Footnotes:
{a) Source: Staffing levels from MECO's response to CA-IR-112.
{6) Source: MECO T-5 rasponsa to CA-IR-1, Attachment 3.

(c) Indirect costs: Maui Lanai Molokai Total Prod.
Diract § § 7.267.812 § 505162 % 489,197 § 8,282,171
Oncost § 935,942 65,306 62,490 1,063,738

Total Labor $ $ 8203754 8 570468 $ 551687 3 9325909
Oncost % 15.@’7.:

Source: MECO-WP-101(F) & (H).
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Reduction to O&M Labor Expense - Settlement

WITHOUT ON-COSTS Maui Lanai Molokai Total

Production O&M 99,950 37,452 902 138,304
Transmission& Distribution O&M 98,614 946 1,015 100,575
Customer Accounts O&M 58,810 58,810
Customer Service O&M 29,112 29,112
Administrative & General O&M 1,699 1,699

288,185 38,398 1917 328,500

T&D Breakdown of $40,883

MDK 25,014 2,088 0 27,102 27,102
MDR 13,781 0 0 13,781 13,781
Total 38,795 2,088 0 40,883 40,883
CA's T&D MDK Adi. 28,352 2,367 30,719
(CA-WP-101-C13 Page 2)
WITH ON-COSTS - o . Maui Lanai- _Molokai  Total
Production OG&M o ' 112,818 42,274 . 1,018 156,110 1.128748
Transmission& Distribution O&M " 110,232 1,057  1,135. 112424 1.117816
Customer Accounts O&M 68,670 e 68,670 1.167665
Customer Service O&M 33,272 _ . 33,272 1.142899
Administrative & General O&M" -~ - 1928 . oo . 1,928  1.134956
Total . 326,921 43,331 2153 372,405
T&D Breakdown of $45,700
MDK 27,961 2,334 0 30,285 30,295
MDR 15,405 0 0 15,405 15,405
Total 43,366 2,334 0 45,700 45,700
CA’s T&AD MDK Adij. 28,352 2,367 30,719
(CA-WP-101-C13 Page 2)

Empl. Labor Empt. - Labor

Count  Expenses Count  Expenses

${000) ' $(000)

Production O&M (2.5) ($196) {2.0) $156
Transmission& Distribution O&M (8.5) ($185) (8.0) $112
Customer Accounts O&M (0.5) ($70) (0.5) $69
Customer Service O&M 0.0 ($33) 0.0 $33
Administrative & General O&M 0.0 (35) 0.0 $2

Total {11.5) ($489) (10.5) $372
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MECO Proposed Adjustment to Consumer Advocate's Labor Expense Adjustment

Maui Lanai Molokai Total
Production O&M RA "MGD" $35,666 30 $0 $35,666 N.1
On-Cost Percentage 0.129 0.129 0.129 0.129 N.1
Production O&M RA "MGD" $40,258 $0 $0 $40.258
T&D O&M RA "MDE" $23,042 $290 $716  $24.048 N.2
On-Cost Percentage 0.118 0.118 0.118 0.118 N.2
T&D O&M RA "MDE" $25,757 $324 $800 $26.881
T&D O&M RA "MDK" $28,352 $2,367 $0 $30,719 N.2
T&D O&M RA "MDR" $86,449 $0 $0  $86,449 N.2
T&D Q&M Total $114.801 $2,367 30 $117,168 N.2
On-Cost Percentage 0.118 0.118 0.118 0.118
A&G O8M Ras "MDK" & "MDR" $128,326 $2,646 $0 $130,972
Customer Accts O&M RA "MDR" $1.431 50 $0 $1.431 N.3
On-Cost Percentage 0.168 0.168 0.168 0.168 N.3
Customer Accts O&M RA "MDR" $1,671 $0 $0 $1,671
A&G O&M RA "MDK" $1.621 $0 $0 $1.621 N.4
A&G O&M RA "MDR" $1,122 50 $0 31,122 N.4
A&G O&M Total $2,743 $0 $0 $2,743 N.4
On-Cost Percentage 0.135 0.135 0.135 0.135
A&G O&M Ras "MDK" & "MDR" $3,113 $0 $0 $3,113

N.1 CA-WP-101-C13, Page 1
N.2 CA-WP-101-C13, Page 2
N.3 CA-WP-101-C13, Page 3
N.4 CA-WP-101-C13, Page 6
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LABOR ADJUSTMENT - TRANSMISSION & DISTRIBUTION O&M
Average Slaffing Calculations Adjustment MECO Diract Labor
LINE Updated Actual Paercantaga Direct Labor O&M
NO. RA Division 2007 TY 12/31/2006 Average Difierence Diffarence Forecast Adjusiment
(A} B} (C) (D) (E) (F) (G} (H) m
1 T SMISSION & DISTRIBUTION
2 MALY
3 MCF Field Service 7 6 6.5 {0.9) -T1% $ B0,340 $ (5739)
4 MCR Customer Operations 13 12 12.5 (0.5) -3.8% 16,776 (645)
5 MDC Communications/Electronics 6 5 55 {0.9) -8.3% 125,917 (10,493)
6 MDE Maintenance 10 10 10.0 - 0.0% 460,832 .
7  MDK  Construction 37 29 33.0 {4.0) -10.8% 262,254 (3.338) Nota 1
8 MOM  Meter 7 7 7.0 - 0.0% 418,412 -
9 MDR Operation 27 24 25.5 (1.5) -5.6% 1,556,091 (72,668) Nota 2
10 MDS Stores 5 5 5.0 - 0.0% 10,123 -
11 MWI  Information Services 6 6 6.0 - 0.0% 1,547
12 MWM Mapping 1 1 1.0 - 0.0% 2.096 -
13  MWP Engineering Planning 18 17 17.5 {0.5) -2.8% 23,447 (651)
14 MWS Enginsering Stalf 5 4 45 0.5) -10.0% 50,804 (5.080)
15 MGA  Admirustrative 12 12 12.0 - 0.0% 19,480 -
16 Total MAUI 154 138 146.9 {8.0) $§ 3,028,117 & (98,615)
17 LANAL
18 MDC Commumeations/Electronics 6 5 5.5 (05) -8.3% $ 3004 % (667)
19 MDE Mantenance 10 10 100 - 0.0% 5,794 -
20 MDK Construction 37 29 330 (4 0) -10.8% 21,896 (279) Note 3
21 MDL Lanai 3 3 3.0 - 0.0% 44 360 -
22 MDM  Meler 7 7 7.0 - 0.0% 3,252 -
23 MGA  Administrative 12 12 12.0 - 0.0% 1,567 -
24 Total LANAI 75 66 70.5 {4.5) $ 84,873 8 (946)
25 MOLOKAI
26 MCT  Molokai Customer Service 3 3 3.0 - 0.0% $ 5329 § -
27 MDC  Communications/Electronics ] 5 55 (0 5) -8.3% 12,188 (1,018)
28 MDE Mainlenance 10 10 10.0 - 0.0% 14,312 -
29 MDM Meler 7 7 7.0 - 0.0% 3,658 -
30 MDT Molokai TAD 4 4 40 - 0.0% 113,874 -
3t MGA  Admmnistrative 12 12 12.0 - 0.0% 1,567 -
32 Total MCLOKAI 42 41 41.5 {0.5) $ 150928 §% (1,018)
33 TOTAL MECO T&D O&M 271 245 258.0 (13.0) $ 3,263,918 § (100,576)
(a} (a) (b)
34 ADJUSTMENT RECAP; Maui Lanai Molokai Total MECO
35 Tota! T&D O&M Direct Labor Adjustmenl (000's) $ (98615 $ (948) $ {1,016) $ (100,576)
36 Add: Indirect On-Costs (c) 11.8% 118% 11.8% 11.8%
37 Direct Labor Times On-Cost Parcentage 11,618 111 120 11,850
38 Total Consumer Advocate Adjustment to Normalize for 3 I’i 10.23!; T H,USB] L {1,135; L4 HIH,IIEK
Average Staffing in the T&D Department
AdJustments made ta CA Exhibit CA-WP-101-C13, page 2:
MDE = 1 headcount ("HC") added to column D. Environmental Specialist started on 1/15/07,
Note 1: $25,014 addlitional reduction reflected in MDK per CA's $45,700 adjustmeant.
Note 2: $13,781 addltlonal reductlon reflected In MDR per CA's $45,700 adjustment.
Note 3: $2,088 additional reduction reflected In MDK par CA's $45,700 adjustment.
Footnotes:
(a) Source: Staffing levels from MECO's response lo CA-IR-112.
{b} Source: MECO T-6 response to CA-IR-1, Attachment 3,
{c) Indiract costs: Maui Lanai Molokai Tolal T&D
Direct § $ 3028117 § B4,873 150928 § 3,263,918
Oncost § 354,787 10,069 19687 384,543
Total Labor § £ 3382004 § 940942 § 170,615 & 3,648,461
Oncosl % TR
Source: MECO-WP-101(F) & (H).
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LABCR ADJUSTMENT - CUSTOMER ACCOUNTS
Average Staifing Calculations Adjustment MECO Direct Labor
LINE Updatad Actual Percentage  Diract Labor 0&M
NO. RA Division 2007 TY 12/31/2006 Averaga Difference Difierence Forecast Adjusimant
(A} (8) () (D} (E) {F) (G} (H) Q]
1  CUSTOMER ACCOUNTS
2 NARUC A/C 901
3 MALUIL
4 MSA Admin & Home Service 4 4 4.0 - 0.0% $ 17590 § -
5 MCA  Administrative 3 2 2.5 (0.5) -16.7% 81,758 (13,626)
B Total MAUI 7 6 6.5 {0.5) 99,348 _!_H_g_g_g_g%_
7 Total A/C 901 7 [ 6.5 {0.5) ¥ 99,345 ]
8 NARUC A/C 902
9 MAUI
10 MCF Field Service 7 & 6.5 {0.5) T1% $ 25539 § (1,824)
11 MCM Meter Reading 8 9 8.5 0.5 6.3% 342,911 21,432
12 MDR Customer Operations 27 27 27.0 - 0.0% 25,754 -
13 Total MAUI 42 42 42.0 - 394,204 19,608
14 LANA|
15 MDL Lanai 3 3 3.0 - 0.0% 49,190 -
16 Total LANAI 3 3 3.0 - 49,180 -
17
18 MOLOKAI
18  MCT  Molokai Cuslomer Service 3 3 30 - 0.0% 7,087 -
20 Tolal MOLOKAI 3 3 3.0 - 37,087 -
21 Total A/C 902 48 48 48.0 - $ 480481 § 19,608
22 NARUC A/C 903
23 MALI
24 MCA  Adminustrative 3 2 25 0.5) -16.T% $ 116579 § (19,430)
25 MCF Field Service 7 6 6.5 {0.5) T 1% 241,021 (17,216)
26 MCM  Meter Reading 8 9 85 0.5 6.3% 6,175 386
27 MCN  Enaergy Services 5 4 45 {0.5) -10.0% 32,569 {3.257)
28 MCR  Customer Operations 13 12 125 {0.5) -3.8% 657,154 {25,275)
29 MCZ Forecasts 4 4 4.0 - 0.0% 56,141 -
30 MWM  Mapping 1 1 1.0 - 0.0% 3,981 -
N Total MAUI 41 38 38.5 {1 5} 1,113,620 (64.792)
32 LANA
33 MDL Lanai Energy Dslivery 3 3 3.0 - 0.0% 2,250 -
34 Total LANAL 3 3 3.0 - 2,250
35 MOLOKAL
36 MCT  Moloka: Customer Service 3 3 30 - 0.0% 105,326 -
37 MDT Molokai T&D 4 4 4.0 - D.0% 139 -
38 Total MOLOKAI 7 7 7.0 - 105,465 -
39 Totat AJ/C 903 51 48 48.5 (1.5) $ 1221335 § (84,792)
(a) EN (b)
40 TOTAL MECO Customer Accounts $ 1,801,164 § (58,810)
41 ADJUSTMENT RECAP; Maui Lanali Molokai Total MECO
42 Tolal Cuslomer Accounts O&M Direct Labor Adjusiment (000’s) $ (58B10) § - $ - $ (58.810)
43 Add: Indiract On-Costs {c) 16.8% 16.8% 16.8% 16.8%
44 Diract Labor Times On-Cost Parcenlage {9,860} - - 9,860
45 Total Consumer Advocats Adjustment to Normalize for : ] % - _!_(énﬁ}
Averags Stalfing 1n the Cuslomer Accounts Department
Ad|ustments made to CA Exhiblt CA-WP-101-C13, page 3:
MOR = Reflects CA's revised adjustment.
Footnotes:
(a) Source: Staffing levels rom MECOQ's response to CA-IR-112.
(b} Source: MECOQ direct labor foracast from MECO-WP-101(F). Total
(¢} Indirect costs: Maus Lanai Molokai Cust, Accts
Diracl $ § 1607172 § 51440 § 142552 § 1801164
Oncost $ 273.728 5,951 22,313 301,992
Total Labor § ,B80, f E 103,
Oncost % TE.6%

Source: MECO-WP-101(F) & (H).
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LABOR ADJUSTMENT - CUSTOMER SERVICE
Average Staffing Calculations Adjustment MECO Direct Labor
LINE Updaled Actual Percentage Direct Labor O&M
NO. RA Division 2007 TY 12/31/2006 Average Diffarance Difference Foracast Adjustment
(A) (B) (C) (0} (E} (F} (G} (H} i
1 CUSTOMER SERVICE
2 MAUI
3 MCA Administrative 3 2 25 0.5y -16.7% $ 53553 % (B.926)
4 MSA  Admmin & Home Sarvice 4 4 4.0 - 0.0% 10,656 -
5 MSC Customer Services 1 1 1.0 0.0% 54,814 -
6 MSS  Safety 4 4 4.0 - 0.0% 13,012 -
7  MCN  Enargy Servicas 5 4 4.5 (0.5) -10.0% 201,863 (20,186)
8 MCZ Forecasts 4 4 4.0 - 0.0% 48,704 -
9 Total MAUI 21 19 20.0 (1.0) 382,602 (29.112)
10 LANAI
11 MSC Customer Services 1 1 10 - 0.0% 5 251 % -
12 Total LANAI 1 1 1.0 251 -
13 MOLOKAI
14 MSC  Customer Sarvices 1 1 1.0 0.0% $ 251 % -
15 Total MOLOKAI 1 1 1.0 - 251 -
16 TOTAL MECO Customer Servica 23 21 22.0 -1.0 $ 383104 $ (29,112}
(a) {a) (b}
17 DJUSTMENT RECAP,; Maui Lanai Molokai Total MECO
18 Total Customer Sarvice O&M Direct Labor Adjustment {000's) 5§ {(29112) § - 5 - S (29,112}
19 Add: Indiract On-Costs (c) 14.3% 14 3% 14.3% 14.3%
20 Direct Labor Times On-Cosl Parcenfage 14.160; - - 4,160
21 Total Consumer Advocale Adjustment to Normaliza for \ ¥ - 1 - ¥]
Average Staffing in the Customar Service Department
Footnotes: Total
{a) Source: Staffing levels from MECO's response 1o CA-IR-112.
{b} Source: MECO diract labor forecast from MECO-WP-101(F).
{¢) Indirect costs: Maui Lanai Molokai Cust. Sve.
Direct $ $ 382601 § 251§ 251 $ 383,103
Oncost $ 54,673 36 36 54,745
Total Labor $ b 437274 % 287 § 287 § 437848
Oncost % 14.3%

Source; MECO-WP-101(F} & (H).
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LABOR ADJUSTMENT - ADMINISTRATIVE & GENERAL NARUC A/C 920
Average Staffing Calculations Adjusiment MECO Direct Labor
LINE Updaited Actual Percentage Direct Labor o&aM
NO. RA Division 2007 TY 12/31/2006 Average Dilerence Difference Forecast Adjustment
(A) ® < (D) (E) F) (G} (H) "
1 ADMINISTRATIVE & GENERAL
2 NARUC AJC 920
3 MALUI
4 MSA  Admin & Home Service 4 4 4.0 - 0.0% $ 188664 % -
5 MSC Consumer Services 1 1 1.0 - 0.0% 1.849 -
6 MSP  Personnal 2 2 2.0 . 0.0% 68,004 -
7 MSS Salety 4 4 4.0 - 0.0% 63,249
8 Total MALU 11 11 11.0 - 321,766 -
=] Administration 11 11 110 - , 3 -
10 MALUI
11 MCF Field Service 7 6 6.5 (0.5} 7.1% $ 3367 § (241)
12 MCR Customer Operations 13 12 125 {0.5) -3.8% 31,388 (1,207)
13 Tolal MAUI 20 18 19.0 {1.0) 34,755 (1,448}
14 MOLOKA|
15 MCT Molokai Customer Service 3 3 3.0 - 0.0% ] 11,524 % -
16 Total MOLOKALI 3 3 an - 11,524 -
17 Customer Service 2] 21 22.0 {1.0} $ 46279 $  (1,448)
18 MAUI
19  MW!  Information Services 6 6 6.0 - 0.0% $ 327600 % -
20 Total MAUI 6 6 6.0 - 327,600 -
21 Distribution i B 6.0 - \ -
22 MAUI
23 MWL Engineering Land 2 2 20 - 0.0% § 7B613 3 -
24 MWS Engineering Staff 5 4 45 {0.5) -10.0% 200 {20)
25 Total MAUI 7 [ 6.5 {0.5) 78,813 (20
26 Englneering 7 ;] 6.5 {0 5} 3 78813 3 iZUg
27 MALN
28 MAA  Administrative 3 3 3.0 - 0.0% $ 198053 § -
29 MAB Budgets 4 4 4.0 - 0.0% 230,543 -
30 MAG Genaral Accounting 3 3 3.0 - 0.0% 173,469 -
31 MAP  Purchasing 1 1 10 0.0% 57,492 -
32 MAX  Taxand Plantl Accounting 4 4 4.0 - 0.0% 220,065 -
33 Total MALL 15 15 15.0 - 879,622 -
34 General Accounting 15 15 15.0 - ¥ -
35 MAUI
36 MIP  Presidant's Office 1 1 1.0 - 0.0% $ 192985 §
37 Total MAUI 1 1 1.0 - 192,985 -
kL3 President { 1 10 -
39 Total A/C 920 63 60 61.5 (1.5) $ 1,847,065 § {(1,468)
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LABOR ADJUSTMENT - ADMINISTRATIVE & GENERAL NARUC A/C 925 - 932
Average Slaffing Calculations Adjustment MECO Direct Labor
LINE Updated Actual Percentaga  Direct Labor O&M
NO. RA Division 2007 TY 12/31/2006 Average Ditterence Difference Foracast Adjustment
(A) (8} (C} (D} {E} (F) (G) () m
40 NARUC AJC 925
41 MAUI
42 MSA  Admin & Home Service 4 4 490 - 0.0% $ 24817 %
43 MSP  Personnsl 2 2 20 - 0.0% 737
44 MSS  Safety 4 4 4.0 - 0.0% 176,211 -
45 MDK Construction a7 37 37.0 - 0.0% 14,996 -
46 MDR Customer Opsrations 27 27 27.0 - 0.0% 20,196 -
a7 Total MAUL 74 74 74.0 - 236,957 -
48 TOTAL AJC 925 74 74 74.0 - T 246,057 % -
49 NARUC AJC 926000
50 MAUI
51 MSA  Admin & Homa Service 4 4 4.0 - 0.0% 5 1834 § -
52 MSP  Personnai 2 2 20 - 0.0% 68,653 -
53 Total MAUI 6 6 6.0 - 70,487 -
54 TOTAL A/C 926000 5 B 6.0 - 5 70487 % -
55 NARU 02
56 MAUI
57 MSA  Admin & Home Service 4 4 4.0 - 0.0% s 10,090 $ -
58 MSP  Personnal 2 2 20 - 0.0% 515 -
59 MCN Energy Services 5 4 4.5 (0.5) -10.0% 2,309 (231)
60 MCZ Forecasts 4 4 40 - 0.0% 3,599 -
61 MGA Administrative 12 12 12.0 - 0.0% 151 -
62 Total MAUL 27 26 265 {0.5) 16,664 {231)
MOLOKAI
63 MGT Molokal Production 7 7 7.0 - 0.0% $ 533 § -
64 Total MOLOKAI 7 7 7.0 - 533 -
65 TOTAL AJC 9302 27 26 26.5 (0.5} $ 17,197 & (231}
66 NARUC A/C 932
67 MOLOKA|
B8 MDT  Molokai T&D 4 4 4.0 - 0.0% $ 9802 % -
69 Total MOLOKAI 4 4 40 - 9,802 -
70 TOTAL A/C 9302 L Z 40 - ¥ 802 %Y -
71 Total ARG O&M 174 170 172.0 (2.0) $ 2,181,508 § {1,689)
(a) {(a) (b)
72 ADJUSTMENT RECAP: Maui Lanai Molokai Total MECO
73 A&G Direct Labor Adjustment (000's) $ (1.699) $ . $ - $  (1,699)
74 Add: Indiract On-Costs {c) 13.5% 13.5% 13.5% 13.5%
75 Diract Labor Times On-Cost Percentage g229‘ - - (229
76 Total Consumer Advocale Adjustment to Normalize lor \ - - 3 - 3 (1.97!}
Average A&G Staffing
Ad]ustments made to CA Exhibit CA-WP-101-C13, page 6:
MDK and MDR = Reflects CA’s revisaed adjustment.
Footnotes:
(a) Source: Stalfing levels from MECO's response to CA-IR-112.
{b) Source: MECO direct labor forecast from MECO-WP-101(F).
(e) Indirect cogts: Maui Lanai Molokai Total ALG
Diract $ $ 2,159649 & - $ 21859 § 2,181,508
Oncost § 291,323 - 3,085 294.408
Total Labor § $ 2,450,972 % - $ 24844 § 2475916
Oncost % I %1

Source: MECO-WP-101(F) & (H).




Maui Electric Company, Limited
Docket No. 2006-0387

EMPLOYEE BENEFITS

Consumer Advocate Employee Benefits Adjustment (N.1)
Consumer Advocate Number of Employees Adjustment (N.1)
Average Employee Benefits Per Employee

MECO Number of Employees Adjustment (N.2)

MECO Employee Benefits Adjustment

N.1 Exhibit CA-101, Schedule C-14
N.2 Employee Adjustment - 0.5 (MGD), 0.5 (MDE)

QCO T-11

ATTACHMENT 3(F)
PAGE | OF 2
FINAL SETTLEMENT

($56,392)
12
($4,699)
1

($51,693)
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Maui Electric Company, lid.
Employee Benefits - Allocation by Division
Final Settlement
MECO
Maui Lanai Molokai  Consolidated
12/31/06:
Allocation basis:
Employee Count 12/31/07 per TY forecast 312.0 9.0 14.0 335.0
Company proposed adjustments (10.5) (0.5) - (11.0)
Company Proposed Average Employee Count 301.5 8.5 14.0 324.0
Allocation percent 93.056% 2.623% 4.321%  100.000%
Amounts to be allocated:
Employee Benefits (N.2) (48,103) (1,356) (2,234) (51,693)

N.1 MECO T-11, Attachment 3(F), page 1 of |




MAUI ELECTRIC CO., LTD.
Calculatlon of Domestic Production Activiiles Deducilon (DPAD)
2007

Elecinic Seles Revenue
Ciher Operaling Revenue

Power producuon expense-Fuel
Power producuon expense-Purchased Power
Power produchion éxpente-Production
Tiansmissicn expense
Distribution expense
Cuslomer accounts expense
Lusiomer service
A & G Cperations capense
Allowance for Uncollzciable Accoums
Tolal Q&M expense

Depreciation expense
Taxes oiher than income taxcs
Incorne Laxes {mcludes amon of siate ITC}
Miscellancous
Orher operating expense

Nei unlilny operaiing income

Tan Adusiments,

Interest

Interest allocaled from HEI

Estrnated Current State JTC on Production Assels
Estimated State Tax Depreciation on Production Asscts
Suue Pretax Income

Less  Siate Tax Deducuion

State Taxable Income

Add" Federal Siate Tax Depreciaiion Difference
Estimaicd laxable ncome for gencralion actwiy for 2006

Estimated Domestic Production Actlvities Deduction (6%)

Estlmated Federsl Tax Effect at 35%

NOTES:

(1} Caiculaion ol Ravenue Aunbulsble 16 Purchased Power;
Power Produclion Expense-Purchased Power
Duaded by. Revenue Tax Gross Up (1- 08BRS)
Purchased Pawer Revenue Grossed Up
Eleciric Salcs Revenus Net of Purchased Powdr Revenues
Eleciric Sales Revenue
Less. Electinic Sales Revenues Related 10 Purchased Power
Elecirie Sules Revenue, Nel of Purchased Power Revenue

oduclign 1 1] wi v
Tois! Production Sales
Less  Production Saks Revenues Relaisd to Purchased Power
Production Sales Revenue, Nel of Purchased Power Revenuc

) 2 workps, adyust
Production Sales / Elecinc Sales Revenue
Production Cost af Service Percenlage Calculated

(3> 2007 Stale Tax Depreciation of Production Assels
2007 Federal Tax Depreciation of Production Assets
Federal Stnte Depreewlion Adpustment

(4) 2007 Productson Tax Additions
Siate ITC Rere
2007 Swte ITC Related 1o Produciion Assews

5 10 gV 1
Tax NBV of Production Assels
Tax NBV of All Deprecuble Assels
Interest Alfocation Based on Rate Base %

MECOT-13
ATTACHMENT |

PAGE 1 OF 5
FINAL SETTLEMENT
CA-[R-376
DOCKET NO 2006-0387
PAGE 1 OF 6
CA-IR-180
DOCKET NO 2006-0387
PAGE2OF 4
TY 2007 Propoied Allocated To
Rates Generation
370,039.0 278,129 {C) Seenolc(l).
1,756 0
31,1950 278,12%
(180,465 0} (180,465}
(33,9820) (A)
(20,975 0) {20,975)
(2,1220)
(5,970 0)
(3,017 M) (2,522) Allocanon based on note {2} below.
(L3290 (1.111) Allocation based on note {2} below
(13362 0) (11.169) Allocation based on note {2) below
(223 0) (1B6) Allocauon based on note (2) below.
(261445 0} (216,428}
(28,012.0) 0
(34,303.0) (25,809)
(14,460 0) 0
(221 0) (185) Allocation based on note (2) below.
{76,996 0) {25.994)
13,354 0
(9,870 2) (4,416) Allocauion based on note (5) below
- 0 Allocauon based an nete (5) below
153 See nate (4) below.
(12.354! Sce note (3) below.
19.090 (F)
(1,148 (F) * 6 0350376% state 1ax ruie
17542
(264) See note (3) below.
17,678
1,061
371
33,082 (A)
9L.1150%
37,296 (B)
370,039 {O)
37.296) {B)
332,743 (D}
115,425 See MECO T-13 Altachment 1. p 2
(37.296) (B)
178,129 (E)
w
2TRM332.743 (E)Y /(D)
81.5868%
(12,354)
(12,090)
264
38312
4%
1533
2006 2005
142,760,158 92.655,797
290,428,967 235,691,256

(Note 2017 N3V not avalohle, vsad ratng detenmned i the aciunl 2006 income tux relurn)

Aversge Tax NBY of Produclion Assels
Average Tax NBV of All Deprecuble Assets
Inieresl Allocution Based on Aversge Tax NBY of Assrs%

117,707,977
263,060,132
44.75%




MAUI ELECTRIC COMPANY, LTD.

Revenues Attributable to Production
Test Year 2007
($ Thousands)

Total Production Sales

Maui Division

Lanai Division
Molokai Division
Total Production Sales

Total Revenue
Maui Division
Lanai Division
Molokai Division
Total Revenue

Percentage of Production Sales to Total Revenue

Proposed Revenues
Production Sales

. MECO T-13

ATTACHMENT |
PAGE2OF5
FINAL SETTLEMENT

CA-IR-376
DOCKET NO. 2006-0387
PAGE 4 OF 6

CA-IR-180
DOCKET NO. 2006-0387
PAGE3 OF 4

TY 2007
Proposed Rates References

297.875.6 MECO-WP-1802, p. 65
9,658.2 MECO-WP-1802, p. 154
11,716.0 MECO-WP-1802, p. 243

319,249.8 (A} CA-IR-376,p.3

350,632.5 MECO-WP-1802, p. 65
10,5973 MECO-WP-1802, p. 154
13,297.3 MECO-WP-1802, p. 243

374,527.1 (B)

85.241% (A)/ (B)
370,039.0

315,424.1




MAUI ELECTRIC CO., LTD.
Taxes Other Than Income
Test Year 2007

($ Thousands)

PSC Tax Calculation
Electric Sales Revenue
Less: Bad Debt Deduction
PSC Tax Base

PSC Tax Rate

PSC Taxes

PUC Fee Calculation

Electric Sales Revenue
Less: Bad Debt Deduction
PUC Fee Base

PUC Fees Rate

PUC Fees

Franchise Rovalty Tax Calcujation
Electric Sales Revenue

Less: Bad Debt Deduction
Franchise Royalty Tax Base
Franchise Royalty Tax Rate
Franchise Royalty Taxes

Pavroll Taxes
Total Payroll Taxes

Allocation Factor
Payroll Taxes allocated 1o Production

Total Taxes Other Than Income

NOTE 1. Calculation of Bad Debt Deduction
Total Allowance for Uncollectible Accounts
Production Cost of Service Percentage

Bad Debt allocated to Production

. MECO T-13

ATTACHMENT 1
PAGE3 OF 5
FINAL SETTLEMENT

CA-IR-376
DOCKET NQ. 2006-0387
PAGESOF 6
CA-IR-180
DOCKET NO. 2006-0387
PAGE 4 OF 4
TY 2007 References
278,129 MECO T-13 Attachment 1, p. |
(186) See Note 1 below
277,943
5.885% MECO-WP-1301, p. 1
16,357
278,129 MECO T-13 Attachment 1, p. |
(186) See Note 1 below
277,943
0.5% MECO-WP-1301,p. 1
1,390
278,129 MECO T-13 Attachment 1, p. !
{186) See Note 1 below
277,943
2.5% MECO-WP-1301, p. 1
6,949
1,333 MECO T-13 Attachment 1, p. 4
83.5868% See Note 2 on MECO T-13 Attachment 1, p. 1
1,114
25,809 MECO T-13 Attachment 1, p. 1
223 Revised Revenue Req. Run dated 10/31/07
83.5868% See Note 2 on MECO T-13 Attachment 1, p. 1
186
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MECO T-13
ATTACHMENT ]
PAGE 1 OF 16
MECO-WP-1301
DOCKET NQ. 2006-0387
Maui Electric Company, Ltd. PAGE 2 OF 4
Payroll Taxes Charged to Operations
For Test Year 2007
{In Thousands)
UPDATED*
2007
Summary of Payroll Taxes Charged to Operations Maui Lanai Melokal Test Year
Allocation 90.96% 4.04% 5.00% 100.00%
1 FICA 1,185 53 65 1,303
2 Federal Unemployment Taxes 11 l l 13
3 State Unemployment Taxes 15 1 1 17
4 Total Payrol) Taxes Charged to Operations 1,211 55 67 1,333
Test Year
Payroll
Allocation of Payroll Taxes Based on Labor Dollars Charged Taxes
5 Capital 343
6 Operations 1,333
7 Others 273
Total Payroll Taxes 1,949
Payroll Taxes
Total Payroll Calculated  Charged to
Breakdown of Pavrol] Taxes Taxes Percentages  Operations
8 FICA 1,905 97.74% 1,303
9 FUTA 19 0.97% 13
10 SUTA 25 1.28% 17
11 Total Payroll Taxes 1,949 100.0% 1,333

* Note: This schedule has been revised (o reflect payroil reductions in MECO's first settlement proposal as of 11/1/07.




MECO T-13
ATTACHMENT 1
PAGE S5 OF 5
FINAL SETTLEMENT

MAUI ELECTRIC COMPANY, LTD.

DPAD SUPPORT WORKPAPER - Allocation by Island

Test Year 2007

{$ Thousands)

MAUI LANAI MOLOKAI TOTAL
Estimated DPAD Adjustment 973 40 47 1,061
Estimated Federal Tax @ 35% 341 14 17 n

Nota: Consistent with other allocated tax balances, allocation was based on relalive plant balances @ 12/31/06, as follows:

Plant Balance % of Total

Maui 704,983,000 91.75%
Lanai 29,297,000 3.80%
Molokai 34,181,000 4.45%

TOTAL MECO 768,461,000 100.00%
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MECO T-13
ATTACHMENT |
PAGE 1 QF 16
MECO-WP-1301
DOCKET NO. 2006-0387
Maui Electric Company, Ltd. PAGE 2 OF 4
Payroll Taxes Charged to Operations
For Test Year 2007
(In Thousands)
FINAL
2007
Summary of Payroll Taxes Charged to Operations Maui Lanai Molokai Test Year
Allocation 90.96% 4.04% 5.00% 100.00%
1 FICA 1,174 52 65 1,281
2 Federal Unemployment Taxes 11 0 1 12
3 State Unemployment Taxes 14 1 1 16
4 Total Payroll Taxes Charged to Operations 1,199 53 67 1,319
Test Year
Payroll
Allocation of Payroll Taxes Based on Labor Dollars Charged Taxes
5 Capital 343
& Operations 1,319
7 Others 290
Total Payroll Taxes 1,851
Payroll Taxes
Total Payroll Calculated Charged to
Breakdown of Payrell Taxes Taxes Percentages Operations
8 FICA 1,909 87.85% 1,291
9 FUTA 18 0.92% 12
10 SUTA 24 1.23% 16
11 Total Payroll Taxes 1,951 100.0% 1,319

NOTE: This schedule has been updated to reflect settiement agreements with the CA regarding overall employee count
reduction and DSM employees included in the June Update.



Maui Electric Company, Ltd.
Payroll Taxes Charged to Operations
For Test Year 2007

MECO T.
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PAGE 2 OF 4
FINAL SETTLEMENT

JUNE 2007 UPDATE
DOCKET NO. 2006-0337
MECO T-13
ATTACHMENT |
PAGE2 OF 16

MECO-WP-1301]
DOCKET NO. 2006-0387
PAGE 3 OF 4

[FICA ]
Est Effective Total 2005 Form 941 .
Pay Date Gross Pay Rate EICA Pay Date FICA Gross Pay Eff Rale

1 1/14/2007 . 7.56% 74,337 Quarter 1 501,952 6,643,171 7.56%
2 1/28/2007 ) 7.56% 74,337 Quarer 2 415,485 5,473,427 7.59%
3 211172007 7.56% 76,562 Quarter 3 480,167 6,409,529 7.49%
4 21252007 7.56% 77,169 Quarter 4 374,180 5,666,270 6.60%
5  3M1/2007 7.56% 73,978
6 3712512007 7.56% 73,107
7 4/8/2007 7.59% 73,356
8 4/22/2007 7.59% 73,288
9 5/6/2007 7.59% 73,047
10 5/20/2007 7.99% 72,725
11 6/3/2007 7.58% 74,226
12 6172007 7.58% 79,730
13 7/1/2007 7.59% 79,327
14 7/152007 7.49% 73,108
16 7/29/2007 7.49% 73,108
16  8/12/2007 7.49% 76,328
17 8/26/2007 7.48% 76,865
18 9/9/2007 7.49% 75,651
19 9/23/2007 7.49% 74977
20 10/1/2007 - . 6.60% 67,460
21 10/21/2007 ' 6.60% 68,829
22 11412007 6.60% 69,077
23 11/18/2007 55, { 6.60% 69,698
24 12/2/2007 - “%1049,191% 6.60% 69,285
25 12/16/2007 < 1,019,612 6.60% 66,803
26 12/30/2007 ... ;1,011,812 6.60% 66,803 Rounded
27 1M13/2008 V-V TAATES 7.56% 5,529 {000's)
28 +..26,192,440 1,908,710 1,909

[Federal Unemployment Taxes ]

No. Employees
Rate $ Max atYear End FUTA Tax

29 0.8% 7,000 7O U324% 0 18,144 18

[State Unemployment Taxes ]

No. Employees
Rate $ Max at YearEnd  SUTA Tax

30 0.21% 35,300 ‘&, 324, 24,018 24 *
31 Total Payroll Taxes (Line 28 + Line 29 + Line 30) 1,951

* Revised SUTA maximum base and rates for June update.
** EE count reflects settlement with CA as of 11/26/07; EE count reduced by 11 (from June update).




. . MECO T-13

ATTACHMENT 2
PAGE3COF 4
FINAL SETTLEMENT

JUNE 2007 UPDATE
DOCKET NO. 2006-0387

MECO T-13
ATTACHMENT 1
PAGE 3 OF 16
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Maui Electric Company, Lid.
Payroll Tax Allocation Worksheet
Test Year 2007
(In Thousands) L
i sefilemént; *'Sitllemert 1 Update Diract
Allocation of Payroll Taxes Based on Forecasted Labor $
:~Forecasted.;  Alloc Forecasted Alloc - ;Allocated,.”} Allocated Allocated
Category 7 Lapor§ . Adj Labr $ Adj % * -Payroll Tax & Payroll Tax  Payroll Tax
Capital 4 4,043 17.56% 342 351
Billable 91 69 0.30% 6 6
O&M 5613 15,561 67.59%: 1,362 1,378
Other <1 3,349 3,349 14.55% ;" 266 290
O 0 0 0.00%%" 0 0
Clearing {NPW and Vacation) 0 0

(3.171) 0 0.00%

Total T 26,193 1 BTN 23,022 100.00% . = 10517 1877 3.025




Maui Electric Company, Ltd.
Foracasted Labor Costs
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DOCKET NO. 2006-0387
PAGE3 OF 16

Ll
3,146,856 Li-201,850:% 3,348

4, L
3,348,706

LSS 04 26,520,940 45 (328,500)

,26;192,440.;

Test Year 2007
Dirsct Per MECO T-8
Catagory  Raclassify
Cateqory Ind FYQ?7 Totals DSM Labor
Billable BE 14,846
Billable BT 54.41 6} 69,262
Capital NI 3,514,521
Capital NR 528,44 4,042 970
Clearing NC 3,170,802 3,170,902
&M NE 15,785,496
O&M NS 103,604 15,889,100 201,850
Other NA 1,58
Other ND 3,329,362
Other NN 7,455
Other NP 10,304 3,248,706 (201,850)
26,520,940 26,520,840 0
Total Payroll reduction (328.500)
Pay periods in 2007 26

Adjustment to astimated Gross Pay (12,635)




Maui Electric Company, Lid.
Accumulated Deferred Income Taxes
Specifric Items Only

Direct Testimony Estimate June 2007 T-13 Update Source
Descnption/Aclivity 12/31/06 12131107 Average 12/31/06 12431707 Average Direct MECOC T-13 Update
Federal ADIT
28318 Pensn Cst $ {1,703,675) (448,911) (1,076,293} $ (1717450} $ (397.425) § (1,057.438) Att1, p. 11
28318 Pensn Cst {nonqual) 32,010 35,458 49,739 {599) (414) (507} A1, p. 11
$ {1.671.665) {413.453) (1.026,554) § (1.718,049) $ (397,839) § (1,057.944)
State ADIT
28358 Pensn Cst $ (311,535 (82,093) (196.814) $ (314,048) $ (72672) § (193,360) Att1, p. 12
28358 Pensn Csl {nongual) 5,853 6,483 6,168 {110} {76) (93) Att1,p. 12
$  (305,682) (75610) % (190.846) % (314.158) § (72.748) § (193.453)
Tolal $ (1.977.347) (489,063} % (1,233,205) § (2032207) § (470.587) & (1,251,397)
Federal ADIT
28323 Capint 3,271,242 3,123,137 3,197,190 3,237,902 3,077,085 3,157,494
TClin CWIP 66,267 10,950 38,609 0 0 0
Stale ADIT
Cap Int 616,751 592,843 604,797 610,655 679,474 645,065
TCiin CWIP 12,117 2,002 7.060 0 0 0
Total $ 3.966,377 § 3728932 $ 3847655 § 3848557 § 3756559 & 3.802,558
Federal ADIT
28404 Emission Fees Accrued $ 107610 § 174,894 Y 141,252 s 164,664 $ 331476 $ 248,070
State ADIT
28454 Emission Fees Accrued 19.676 31,979 25,828 30,109 60,612 45,361 .
Total $ 127286 $ 206873 § 167,080 $ 194773 & 392,088 $ 29343
Federal ADIT J3 2=
28340 IRP/DSM Costs $ (280617} $ (280617) $ (280.617) § (373.233) $ (373.233) § (373,233} E o) j g
E 2O
State ADIT w = Q =
23381 IRP/DSM Costs (51,313) (51,313) (51,313) (68,249) (68,249) $ (68.249) 3 91 % LD
s
Tolal $§ (331930) $ (331930) $ (331,930) § (4414B2) § (441482) § (441482) ? At %1
> T =
L w
M
z
.—I




Mau Electnc Company, Ltd.
Accumulated Deferred Income Taxes
Specifric items Onk

Source
Direct Testimony Estimate June 2007 7-13 Update Direct testimony MECO T-13 Update
Activity/Description 12/31/06 12431007 Average 12/31/06 12{31/07 Average MECO-WP-1305 Aftachment 1
Federal ADIT
28318 Pensn Cst $ (1.703675) (448,911) (1076293} § (1,717.450) § (387,425} § (1,057,438) page 3 page 11
28318 Pensn Cst {nongqual) 32,010 35,458 49,739 (599) {414) (507) page 3 page 11
$ (1,671,665) (413,453) (1.026,554) $ {1.718.049) $ (397.839) § (1.057.944)
Stale ADIT
28358 Pensn Cst $  (311,535) (82,093) (196,814} $ (314,048 § (72672} § (193,380} page 6 page 12
28358 Pensn Cst (nonqual) 5,853 5,483 6,168 (110) {76} {93) page 6 page 12
$  (305682) (75610} _$ {190645) § (314158) § (72748} § {193.453}
Total $ (1,977,347) (489,063) § (1,233,205) § (2,032,207) $ (470,587) § (1,251,397)
Federal ADIT
AFUDC in CWIP 129,829 129,829 129,829 1,015,303 801,688 908.496 page 3 page 11
State ADIT
AFUDC in CWIP 23.740 23,740 23,740 185.655 148,594 166.125 page 6 page 12
Totat $ 153569 § 153560 § 153560 $ 1200958 § 948282 § 1,074,620

Federal ADIT

28323 Capint 3,271.242 3,123,137 3,197,190 3,237,902 3,077,085 3,157,494 page 3 page 11
TClin CWIP 66,267 10.950 38,609 - - - page 3 page 11
State ADIT
28363 Cap int 616,751 592,843 604,797 610.655 578474 595,065 page 6 page 12
TCln CwWiP 12,117 2.002 7.060 - - - page 6 page 12
Total $ 3,966.377 $ 3,728,932 $ 3,847,655 $ 3,848,557 $ 3,656,559 3 3,752,558
Federal ADIT
Reg Assel - AFUDC Eq Grossup - - - 444,618 349,356 396,987 page 3 page 11
State ADIT
Reg Asset - AFUDC Eq Grossup - - - 81,301 63,882 72,592 page & page 12
Total $ -8 - 8 - $ 525919 § 413,238 §  469.579

Federal ADIT
28404 Emisston Fees Accrued $ 107610 § 174894 $ 141,252 $ 164,664 § 331476 $ 248,070 page 3 page 11
Stats ADIT
28454 Emission Fees Accruad 19,676 31,979 25,828 36,109 60,612 45,361 page 6 page 12
Tolal $ 127286 3 206873 § 167080 § 194773 § 392088 § 293431

P

Federal

ADIT

28340 IRP/DSM Costs $ (280.617) $ (2B06%7) $ (280617) $ (373233) § (373233} § (373,.233) page 3 page i1
State ADIT
28381 IRP/DSM Costs {51.313) {51,313) (51,313) (68,249) (68.249) (68,249) page 6 page 12

Total § (331,930) 8§ (331,930) $ (331.930) $ (441.482) 5 (441482) § (441.482)

INFWATLLAS TYNIA

240 TdDVd
£ INJWHOVLLY

-1 ODdW



Maui Electric Company, Ltd.
Working Cash Study
O&M Non-Labor Payment Lag

Source:

Pension Expense]
OPEB Expense®

Emission Fees®
EPRI Dues *
Other Non-Labor O&M *

Per Supporting Worksheets

Test Year Expense

. MECO T-15

ATTACHMENT I
PAGE ! OF |
FINAL SETTLEMENT

JUNE 2007 UPDATE
DOCKET NO. 2006-0387
MECO T-15

PAGE 27 OF 31

MECO-WP-1507
DOCKET NO. 2006-0387
PAGE 23 OF 32

Total Payment

(3000's) % of Total Lag Days Weighted Average

Note A June 2007 Update
MECO T-15, p.28.

0% days

$787 3% 84 2 days
MECO-WP-1507, p.

24-26

$405 1% 306 4 days

$222 1% 22 days

$27,855 95% 32 30 days

$29,269 100%

[O&M Non-Labor Payment Lag

37 days|

NOTE: Totals may not add exactly due to rounding.

Note A

! Pension expense estimate based on updated 2007 Pension Accrual of $4,013k (per June 2007 Update MECO T-10) x
72% (based on 2006 % of Employee Benefits charged 10 O&M expense}. For purposes of settlement, the Parties
agree lo exclude pension expense from the calculation of the O&M non-labor payment lag days and from the working

cash calculation.

' OPEB expense estimate based on updated 2007 OPEB expense of $1,093k (per June 2007 Updated MECO T-10) x

72% (based on 2006 % of Employee Benefits charged to O&M expense).

* Emission Fees per MECO T-5.

* EPRI Dues per June 2007 Update MECO T-9.
* Other Non-Labor O&M = Total 0&M Non-Labor expense of $32,158k, less other items noted above.
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Maui Electric Company, Ltd.
Composite Embedded Cost of Capital
Test Year 2007 Average
($ Thousands)
(A) (B)= (©) (D)=
(A)/Total(A) (BY4C)
Capitalization
Weighted
WP Series Percent of Earnings Eamnings
Reference Amount Total Requirement Requirements

Short-Term Debt WP-1702 $ 4,750 1.27% 5.00% 0.06%
Long-Term Debt WP-1703 150,585 40.15% 6.11% 2.45%
Hybrid Securities WP-1704 9,192 2.45% 7.47% 0.18%
Preferred Stock WP-1705 4,693 1.25% 8.34% 0.10%
Common Equity WP-1706 205,882 54.89% 10.70% 5.87%
Total Capitalization $ 375101 100.00% 8.67%
Estimated 2007 Test Year Composite Cost of Capital B.67%

Totals may not add exactly due to rounding.

Filename: T-17 Att. 1 CostofCap_CEat10.7%.xls 1701 Composite




